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The Close Corporation. 


By THomas CONYNGTON, 
of the New York Bar. 


The formal definition of a close corporation is according to 
the Century Dictionary, “A corporation which fills its own va- 
cancies.” The modern use of the word designates simply a 
stock corporation in which a few stockholders own all the shares, 
keep them off the market and attend to their own affairs with a 


minimum of publicity. 

When the stock corporation was first devised it was in nearly 
all cases specially chartered for the purpose of enlisting many 
investors in some public or semi-public undertaking. Subscrip- 
tion books were opened and investments were invited. Usually 
this resulted in the wide dissemination of shares, and thereafter 
it could only become a close corporation by a few of the stock- 
holders buying out or freezing out their fellows. This was 
doubtless done more than once, but not to such an extent as to 
create a class of close corporations. 

The modern close corporation probably dates from the pas- 
sage of general laws for incorporation. As long as each corpora- 
tion formed, had to depend upon special legislative action, the 
use of the form was necessarily limited to public and semi-public 
purposes. As soon as general laws were passed so that all who 
chose to go through the formalities and pay the requisite fees 
could obtain charters, it opened up a new form of combination 
for ordinary private business enterprises. As such laws were 
passed by state after state, it became necessary in each jurisdic- 
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tion to settle upon a minimum number of incorporators. At this 
present time, of all the states and territories, there are but ten 
that require five or more incorporators, thirty-four in which the 
minimum is three, and seven in which one or two can incorporate. 
Three is thus the usual minimum in most states, and generally it 
is possible to incorporate any legitimate business enterprise in 
which three people are interested, without introducing new mem- 
bers. 

The corporate form made available by modern legislation af- 
forded such advantages for business combination that it speedily 
became a substitute for partnership. Existing partnerships in- 
corporated and new enterprises became corporations rather than 
partnerships. In very many of these corporations, outside in- 
vestors were not sought and in others outside investors would 
not invest. Often, too, there was an agreement, tacit or ex- 
pressed, that the stock should not be sold to strangers. Conse- 
quently, a great number of the corporations formed under these 
general laws, probably the majority of them, began as close cor- 
porations and have ever since remained close corporations. In 
a corporation of this kind with but three stockholders, it was 
natural to disregard the formalities that with a larger number 
would be absolutely essential. The three stockholders were 
usually all directors, all officers and all engaged actively in the 
business. They could meet without notice and could decide and 
act without record. So long as it was solvent, no one save the 
three stockholders had any concern with the management and it 
was therefore possible to conduct the business as if it were a 
partnership. So the modern idea of the close corporation be- 
came an established fact. 

The essentials of a close corporation are, first, that the stock 
be owned by a few holders, and, second, that it be held from sale 
to others. The management is usually informal, but this is not 
an essential. It would be a close corporation if it observed all 
the forms of corporate procedure to the letter. 

The stock of a close corporation is usually not for sale. Gen- 
erally, self-interest is sufficient to prevent any stockholder sell- 
ing his interest to a stranger. Also, to sell such stock is diffi- 
cult, as a stranger would needs be very careful how he purchased 
an interest in such a corporation. If there were three stock- 
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holders and one sold out against the wishes of the others, these 
others might combine against the newcomer and in such case he 
might have little satisfaction from his holding. At the same 
time, a sale of stock, obnoxious to the original holders, is always 
within the range of possibility, and frequently special arrange- 
ments are made to prevent any such occurrence. 

One of the most common methods is to pass a by-law pro- 
hibiting the sale of stock to anyone not a stockholder or prohibit- 
ing such sale unless with the consent of the directors, or prohibit- 
ing the sale of stock unless it has first been offered to the treas- 
urer or board of directors for the benefit of the stockholders at a 
price not greater than that at which it is subsequently offered or 
sold to outsiders. 

Such by-law restrictions, though common, are not legal, as the 
policy of the law is opposed to any restrictions upon the aliena- 
tion of stock or any hindrance to its free transfer. If in de- 
fiance of such a by-law a stockholder sold his stock, the purchaser 
could force the corporation to recognize him as a stockholder and 
to issue to him certificates of stock in his own name. If, how- 
ever, such a by-law restriction were printed upon the certificate, 
it would make the stock difficult to sell and so have some effi- 
ciency as a bluff. In one such case, a by-law was framed pro- 
viding that no transfer would be recognized by the corporation, 
unless made with the written consent thereto of the three di- 
rectors endorsed upon the certificate. This by-law was embodied 
in the stock certificate and a blank form of directors’ consent was 
printed on the back with places for the signatures of the direct- 
ors. As a practical hindrance to negotiability the plan was suc- 
cessful, but if anyone had actually purchased this stock without 
the consent of the directors and had presented the certificate for 
transfer, he could have compelled the officers to issue him a new 
certificate. 

Stockholders may, however, mutually contract to give each 
other an option to purchase the stock at a specified price, at an 
appraised price, or at a price not greater than that at which it 
is afterwards sold. In such case the contract is legal, but if in 
violation of his contract some stockholder does sell his stock, the 
sale must stand and the purchaser must be recognized as a stock- 
holder. The seller will, however, be liable in damages to the 
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other parties to the contract. In most of such cases, any actual 
damages would be impossible to prove and therefore the remedy 
is a nullity. The real damage, the introduction of a stranger into 
the close corporation, could not be shown to be a pecuniary dam- 
age and might, in fact, really bring in a better man than the one 
who sold out, and hence, be an advantage. The contract, though, 
being legal, in contradistinction to the by-law restriction which 
would be illegal, can in some cases be enforced by injunction or 
suit. ¢ 

There was a case in New York, in which four parties holding 
all the stock in a valuable corporation, for the purpose of per- 
petuating its very successful management, made a four part 
agreement by which each agreed, in the event of his death or of 
his desiring to sell, that the others should have a thirty day option 
on his stock at the specified price of $125 per share. When one 
of these parties died, his executor refused to carry out the con- 
tract. Suit was brought to compel him to do so, and the court 
unanimously sustained the contract in every particular and order- 
ed the executor to conform to its terms. (Scruggs v. Cotterill, 
67 App. Div. 583.) 

In this case, though, if one of the parties had actually sold 
his stock to an outside party in violation of his contract, it is 
not probable that any recovery could be had against him except 
for damages. And these damages would be the difference be- 
tween the specified price of $125 and what the stock actually 
sold for or what it was actually worth at the time of sale. 

Another arrangement that is resorted to on occasion to pre- 
serve continuity of management, and which also acts as a re- 
straint on the sale of the stock, is to tie up the stock in a “voting 
trust” for a term of years. In a close corporation the method 
is to create a voting trust with two or three trustees, who may 
be and usually are all the stockholders concerned. To these 
trustees is assigned all the stock of the corporation, and in con- 
nection with the assignment is a voting trust agreement, by 
which the stockholders and the trustees agree that these latter 
shall hold the stock for a term of years in trust to be voted for 
certain persons for directors each year and for such other meas- 
ures as may be specified in the agreement. The trustees then 
take out certificates for the stock in their own names as trustees, 
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thus holding the stock absolutely. Any dividends that may be 
declared are drawn out by the trustees and turned over to the 
equitable owners of the stock. If, when the trust is formed, the 
by-laws are satisfactory to all the stockholders, it may be pro- 
vided that they shall not be changed save by unanimous agree- 
ment of all the trustees. At the end of the trust, the trustees 
turn in their stock certificates and direct new certificates to be 
issued in the name of and to the original stockholders. 

While the stock is in the hands of these trustees it cannot be 
sold. It is true that any member may sell his interest in the 
trusteed stock, but the purchaser could not obtain possession nor 
vote until the termination of the trust, and this fact would make 
it difficult to sell the stock. Also, if a purchaser were found he 
could not interfere in any way until the termination of the period. 

The objection to the voting trust arrangement is the limited 
period for which it may be formed. In New York the statutes 
specify five years as the period for which a voting trust may be 
formed. In most other states, such a trust would be held legal 
for a “reasonable period.” This might extend to ten years, but 
it is doubtful whether such a trust would be sustained for a 
longer period. In many cases, though, the limited period is 
sufficient. 

Another plan which the New York courts have sustained is 
the formation of a special partnership to receive and hold the 
stock belonging to the stockholders. In the particular case, the 
stock was taken out in the name of the two partners as joint 
owners under an agreement that the stock was not to be sur- 
rendered nor sold for ten years without the consent of all the 
partners. Under such an arrangement neither party could vote 
without the assent of the others, so that unless there was agree- 
ment as to the vote to be cast, there would be no election and any 
directors in office would merely hold over. In this case one 
party wished to withdraw, but the legality of the arrangement 
was asserted by the court in the strongest language, and he was 
held to his agreement. (Hey v. Dolphin, 92 Hun. 230.) 

It is almost always desirable in a close corporation to preserve 
the equilibrium of control. One effectual arrangement for this 
purpose is to divide the stock by charter provision into two or 
three classes. Each class of stock is allowed to elect one stock- 
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holder of that class to be a director; also one of the executive 
officers is to be elected from the stockholders of each class, and 
limitations may be placed on the salaries to be paid to these 
officers, or it may be provided that the salaries sha!l always be 
equal. 

If a partnership of three persons wished to incorporate under 
such an arrangement, the stock would be divided into three 
classes designated perhaps as Class A, Class B and Class C. It 
might be provided that each partner should have all of the stock 
of one class and that each class of stock should elect one of the 
three directors, who must be a stockholder of the class which 
elects him. It might be provided further that the president 
should be a stockholder of Class A, the treasurer a stockholder 
of Class B, the secretary a stockholder of Class C, and that the 
salaries of each of these officers should always be the same. This 
is probably as fair and as effective an arrangement as can be 
devised. It could be combined with a contract not to sell the 
stock to outsiders if desired. The salaries could be fixed at such 
a figure as would absorb most of the profits, or the salaries could 
be limited in amount, thus leaving a larger proportion of the 
profits to be declared as dividends. 

When the stock is so divided into classes, these need not be 
of equal amount, but may vary to suit the investments of the 
several partners. In such case the voting power of the different 
classes might be made exactly the same, but the salaries and 
amount to be paid as dividends would usually be adjusted so 
that the holders of the extra amounts of stock would get just 
recompense for their extra investment, and yet not so much as 
to deprive the others of fair salaries for their services. Take it 
all around, this plan with its obvious variations is probably the 
most efficient plan for the incorporation of an active partnership. 

Another plan for preserving the equilibrium of control, when 
a partnership is incorporated, that has advantages in the way of 
simplicity, is to issue to each partner common or voting stock to 
an equal amount and provide for cumulative voting. The num- 
ber of directors might be made equal to the number of the former 
partners, and the provision for cumulative voting would insure 
that each partner was represented thereon. Then if either 
partner has an excess investment he could be given its amount in 
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non-voting preferred stock drawing six to eight per cent. per 
annum. This arrangement would make the partners equal in 
management and provide proper compensation for the excess 
contributed by one or more of them. The option on any stock 
to be sold could be reserved to the other stockholders if desired. 
This plan has the merit of being easily understood and is suscepti- 
ble of variation to suit any particular case. 

A close corporation naturally drops into very informal pro- 
cedure. The stockholders, directors and officers are usually the 
same persons. They have, as a rule, already been associated in 
partnership business. They are together each day and each is 
usually engaged actively in the common business. The results 
are that the stockholders’ meetings are rarely observed; the di- 
rectors drop the holding of regular meetings and the keeping of 
minutes; corporate action is agreed to at informal meetings; 
habitual usage divides the different features of the business 
among the officers, and the profits are distributed in salaries or 
bonuses to officers or are taken out with even less formality. 

There is frequently advantage and increase of business effec- 
tiveness in this absence of formality and red tape, and close cor- 
porations drift into it almost inevitably. It is not in any sense, 
thought, an essential of the close corporation, and it would be 
possible and at times it becomes necessary to conduct a close cor- 
poration in exact conformity witr the usual corporate law and pro- 
cedure. In fact the informal management of the close corpora- 
tion is safe and to be employed to advantage only when all the 
stockholders are on the best of terms and, hence, able to agree as 
partners agree, and when the enterprise is entirely solvent. The 
sole object of the usual corporate procedure is to secure the 
rights -of minority stockholders and creditors. If this formal 
procedure is to be waived, there must practically be neither 
minority stockholders nor creditors to be protected. That is, 
there must be such harmony that the majority includes all the 
stockholders and the company must be so solvent that creditors 
have no interest in its management. If there is no dissatisfied 
minority and no critical creditors, there is no one who has any 
right to complain, and as will be shown, the law permits the ut- 
most laxity of procedure as between harmonious and assenting 
stockholders. 
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In regard to the omission of stockholders’ meetings it is a 
general rule of the common law, re-enacted into the statutes of 
many states, that when an election is not held at the appointed 
time, the officers who are in office may hold over until their suc- 
cessors are legally appointed. Close corporations, therefore, 
usually find it convenient to let the date of annual meeting pass 
without an election. Then the directors and officers previously 
elected merely hold over for the ensuing year and so it may go 
year after year for many years. Where the statutes of the state 
of incorporation do not specifically provide that directors and 
officers shall hold over, it is expedient to make the provision a 
part of the by-laws. Also, unless the statutes of the state pro- 
vide that the quorum at an annual election shall not be less than 
a majority of the entire voting stock, the by-laws should contain 
such a provision. In those states where no such statute exists 
and no by-law has been passed on the subject, the common law 
rule holds and it is possible for the minority to legally meet and 
by electing directors to control the corporation for the ensuing 
year. In New York, owing to the peculiar wording of the 
statute, it is not possible to prevent this even by by-law provision, 
and at the time of annual meeting, any number of stockholders 
who assemble, no matter how few in numbers or interest, con- 
stitute a legal quorum and can elect directors who will manage 
the corporate affairs for the ensuing year. (In re Rapid Transit 
Co., 15 App. Div. 530.) 

Where it is desired to control a close corporation absolutely, 
it is necessary to control fifty-one per cent. of the voting stock, 
and there is no way to evade this. But in a bank or other cor- 
poration where the stock is widely scattered among small in- 
vestors, it is usually sufficient if about thirty per cent. of the 
stock is held and voted compactly. That is, in such a corpora- 
tion, the owners of thirty per cent. of the stock, if they act to- 
gether, can keep themselves in office and so far as the offices, 
salaries and management are concerned, it is virtually a close 
corporation. There are a very considerable number of close 
corporations of this character. It involves, though, the necessity 
of giving the minority a “square deal.” The ordinary investor 
is satisfied with ordinary good business management and regular 
dividends. Having these his only interest is to continue them. 


168 














The Close Corporation. 


While these continue he neither desires to sell his stock or to 
change the management. If, however, dividends are cut and he 
hears stories of large salaries and bad or dishonest management, 
he is usually very much dissatisfied. Then it is possible for an 
outside interest to buy up some of the scattered stock and to have 
a stockholders’ committee appointed to solicit proxies from the 
others in order to “turn the rascals out.” As a resultant, after 
the next election, the corporate officers are likely to be looking 
for new jobs. 

In a close corporation it is not customary to have regular 
directors’ meetings nor to preserve minutes of the informal as- 
semblings that take their place. The officers are elected at the 
first meeting, usually pursuant to agreement made before the in- 
corporation and these officers are intended to be permanent. If 
owing to death or resignation there is a vacancy, a special meet- 
ing of the board is assembled to elect a successor. Whenever all 
the directors meet by consent, it is a legal meeting. In a close 
corporation this principle is carried a long way and special con- 
sent meetings are the rule. 

The business of a close corporation is usually transacted ex- 
actly as in a partnership. Certain parts of the routine business 
are regularly transacted by particular officers. About some mat- 
ters all will confer; about others some two or three may habitual- 
ly confer and decide. Frequently some one man dominates 
everything and directs everything as in some partnerships. So 
long as all goes well and no stockholder dissents or desires to 
make difficulty, and debts are paid as they come due, there is no 
legal objection to this free and easy manner of transacting busi- 
ness. 

The profits of a close corporation may be taken out in the 
same irregular manner. Usually by agreement certain salaries 
are attached to the offices and most of the profits will frequently 
be taken out in this manner. In New York the state tax is based 
on dividends paid. By dividing profits as salaries, this tax is not 
exactly evaded, but may be avoided, and as in a close corpora- 
tion, the profits are usually the returns on personal ability and 
business skill, rather than on capital invested, there would not 
seem to be even an ethical objection to this procedure. Certainly 
not if a fair dividend of say six per cent. were also paid upon 
the stock. 
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How far the courts justify this informal conduct of close 
corporations will be shown by the examination of some recent 
cases. 

In the case of Hall v. Herter Bros., 83 Hun. 19, a partner- 
ship had incorporated with five incorporators, consisting of the 
two partners, the father of one, the brother of the other and a 
salesman who had been with them some years—a typical close 
corporation. The business had been conducted with but little 
formality. The court, by Judge Alton B. Parker, said, “Now, 
where there are so few interested in the management of a cor- 
poration, ordinary business may be transacted without the for- 
mality of resolutions. It may be done by conversation without 
formal votes.” 

In the Massachusetts case of Melledge v. Boston Iron Co., 5 
Cush. 158, the court said, “Where a corporation consists of a 
small number of persons, like a partnership, they may transact 
all their business without formal votes.” 

In the case of Little v. Garrabrant, 90 Hun. 404, the corpora- 
tion consisted of Richard Worthington holding 10 shares, his 
wife holding 139, her housekeeper holding 50 shares and a 
nephew holding one share. Quoting from the opinion of the 
court, “From the beginning to the end, all the family expenses, 
rent, fire insurance, taxes, together with their contributions to 
charity and church and missionary societies, were paid out of the 
moneys of the Worthington Company by checks drawn against 
its account in the bank or from the proceeds of such checks.” 
Notwithstanding this the court held that there was no illegality 
in the exceedingly loose method the company adopted in dis- 
tributing its funds and that creditors who became such after the 
time of this distribution could not complain. This decision was 
unanimously confirmed by the Court of Appeals. 

In the case of Fitchett v. Murphy, 46 App. Div. 181, the court 
said, “So long as all the parties in interest, incorporators, stock- 
holders, directors and officers, assented to the scheme for the 
distribution of assets by the payment of salaries, the plan was 
unobjectionable.” 

In the New York case of Groh Sons v. Groh, 80 App. Div. 
85, where a brewery owned by the Groh family had been incor- 
porated, the court said, “As between the owners and holders of 
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all the stock of a corporation, it must in principle follow that 
the members of such corporation entitled to receive dividends, 
may agree among themselves, either by conversation or other- 
wise, to appropriate of the funds of the corporation a specified 
sum as agreed upon, and distribute the same, and the stockholder 
upon receipt of it will acquire good title thereto as against the 
other members of the corporation. It amounts to a mere di- 
vision of the property by agreement of all the parties in interest, 
and as between themselves it is perfectly good and cannot be 
attacked, where the act does not impair the rights of third 
parties.” 

In this connection it is interesting to know just how few 
stockholders are absolutely necessary. The minimum number of 
incorporators and the minimum number of directors are three in 
most of the states, and if the directors must be stockholders this 
fixes the minimum number of stockholders at three. If the di- 
rectors do not have to be stockholders the number of these latter 
may be less. Generally, however, it is not desirable to have less 
than three stockholders. 

Where one man really owns all the stock of a company, it is 
always possible for him to have his wife, a friend or confidential 
clerk qualified by the ownership of one or more shares, and with 
their aid, to keep up the formal organization of directors and 
officers contemplated by the law. Or instead the number of di- 
rectors could be reduced if desired, by having one director re- 
sign or by electing only two directors. It would not seem possi- 
ble to do business with less. Without two directors there would 
be no quorum and no business could be done by the board. In 
New York, it may be provided in the certificate of incorporation 
or by-laws that directors need not be stockholders. This, if 
done, would make it possible for one man to own the entire issue 
of stock and with two “dummy” directors, to do business as a 
corporation indefinitely. 

Such a situation, however, brings up another curious tech- 
nical point. It has been held in England that one person, though 
holding a majority of the stock or proxies for all of it, cannot 
hold a stockholders’ meeting by himself—that two is the mini- 
mum number that could possibly “meet.” In the case of Sharpe 
v. Dawes, 22 Q. B., Div. 26, it appeared that one stockholder 


17I 



























i 
Hi 





=P east 





ee 
Ce ga ee es 







SSS 


ae 





aie 









SSS SS — Se ES 



















The Journal of Accountancy. 


held a stockholders’ meeting all by himself. He called the meet- 
ing to order, appointed himself secretary, called the roll, answer- 
ed “here,” read the minutes of the previous meeting and approved 
the same, read the reports of the officers and transacted all neces- 
sary business without friction or difference of opinion, and final- 
ly succeeded in getting the meeting to pass a unanimous vote of 
thanks to him for his able and capable management during the 
preceding corporate year. Later though, some of the trans- 
actions authorized at this very harmonious meeting were called 
in question, and the court decided that one man could not hold 
a “meeting,” that it was a contradiction in terms, and that the 
action taken was a nullity. 

Later another English case came up, involving the same 
point. In re Sanitary Carbon Co., 12 W. N., p. 223, it appeared 
that one stockholder, having also the proxies of the three re- 
maining stockholders, held a meeting, “ voted himself into the 
chair, proposed a resolution to wind up the company, declared 
the resolution passed, and appointed a liquidator.” The court 
very reluctantly followed the precedent of the preceding case, 
and declared the meeting invalid. England has been finely de- 
scribed as ' 

“A land of settled government, 
A land of old and fair renown, 
Where Freedom broadens slowly down, 
From precedent to precedent.” 


Sometimes though precedent is followed so closely as to 
justify Swift’s sarcasm about the legal profession, to the effect 
that their minds were so curiously constituted that the fact that 
a thing had been decided wrong once was considered a good 
reason why it should continue to be decided wrongly till the end 
of time. 

A few years later a similar case, a stockholders’ meeting con- 
ducted by one stockholder, came up in this country in the case 
of Morrill v. Little Falls Mfg. Co., 53 Minn. 371, and the Su- 
preme Court of Minnesota declined to be bound by the precedent 
set in the English cases and decided that one stockholder could 
meet by himself. The Court held that the English decisions were 
“based upon a narrow, lexicographical definition of the word 
‘meeting’ as the coming together of two or more persons, a rea- 
son that does not commend itself to our judgment.” 
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It is not certain what a court would do if a similar case came 
up in New York or in New Jersey, but in such case it would be 
easy to avoid any question by giving to one or two others 
proxies for a few shares out of the number owned by the prin- 
cipal stockholder, so that they could assist in the meeting, make 
and second motions, keep the records and so forth. It would 
also avoid the awkwardness of a meeting by one man, wherein, 
he would have to preside, make motions, second them, put them, 
vote for them and record the proceedings all alone. 

To summarize:—The modern close corporation is the most 
convenient and effective method of conducting any business in 
which only a few active members are interested. While such a 
business is conducted by a solvent corporation, and the members 
are agreed, the actual daily business can be conducted with all 
the freedom, simplicity and incisiveness of action that charac- 
terizes a partnership. In case of death or disagreement, the cor- 
porate mechanism is there and can be used with all its formal 
procedure to define and distinguish and ascertain the exact in- 
terests of all concerned in the business and its profits. Until 
there is some such reason for precision of procedure, the neglect 
of formalities and the freedom of management is legal. When 
there is disagreement or financial difficulties then it is necessary 
to observe due and formal procedure. Under all circumstances 
where it can be used, the close corporation combining the ad- 
vantages of the partnership and corporation, is the most effec- 
tive and satisfactory business organization that we know. 
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The Proper Treatment of Premiums and 
Discounts on Bonds. 


By Georce O. May, C. P. A., A. C. A. 


The question of the proper treatment of the premium or dis- 
count on the issue or purchase of bonds is one of very general 
interest, and as it is also one in regard to which varying opinions 
are held and much uncertainty exists, it is proposed to discuss 
in this article some considerations affecting the question from the 
points of view of both the maker and the holder of the obligation. 

In speaking of premiums or discounts on bonds, it is intended 
to include all cases where money is advanced to one party by 
another in consideration of a fixed annual payment by way of 
interest and of a fixed sum, payable at some future date, and less 
or greater than the original advance, by way of capital; and by 
the premium or discount is meant the difference between the 
sum advanced and the capital sum repayable at maturity. Thus, 
if a bond repayable at 105 is issued at 100 or bought at 110, there 
is in the first case a premium and in the second case a discount, 
of 5, to be considered. For the purpose of this paper, however, 
the simplest case, that of bonds redeemable at par at a fixed date, 
will be considered, as the same principles will apply in the more 
complicated cases, and it is not intended to deal with the mathe- 
matical side of the question, except so far as is necessary to show 
just what is represented by a premium or discount. A clear un- 
derstanding on this point is obviously essential in attempting to 
arrive at a conclusion as to the proper treatment of the premium 
or discount in practice. 

From the actuarial point of view a bond represents, first, an 
annuity of the amount of the interest for a fixed period, and 
second, a reversion of the principal of the bond at the end of 
that period. 

The value of these two pieces of property to the purchaser 
depends on the rate of interest which he expects to realize on 
his investment. If this rate, which may be called the effective 
rate, and the nominal rate of interest on the bond are the 
same, the bond will be worth par. If, however, the nominal rate 
is higher than the effective rate, the bond is worth more than 
par, or is worth par and a premium. By considering what addi- 
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tional property the purchaser acquires in the second case, it can 
be ascertained what the premium represents, and this is seen to be 
an annuity of the difference between the nominal and effective 
rates of interest. This conclusion can be confirmed by a refer- 
ence to any interest table. Thus, the value on a 4% basis of a 
bond redeemable in 25 years at par, interest payable half-yearly, 
is seen to be as follows: 
If the bond bears interest at 4%—Par. 
If the bond bears interest at 3%—84.2882%, or a 
discount of 15.7118%. 
If the bond bears interest at 5%—115.7118%, or a 
premium of 15.7118. 
And it will also be found that 15.7118 is the present value of an 
annuity of 1 for 25 years, payable semi-annually. 

From these considerations, the proper treatment of premium 
or discount on bonds from a purely theoretical standpoint is 
easily deduced. 

For, if the cost to the borrower and the return to the lender 
are precisely the same, whether a 4% bond is issued at par, a 5% 
bond at 115.7118 or a 3% bond at 84.2882, and if in each case the 
true rate of interest is 4%, then the premium in the second case, 
or the discount in the third, should clearly be written off to 
income during the term of the bond, so that the charge to the in- 
come account of the maker, and the credit to the income account 
of the holder, shall be in all cases 4% on the amount of capital 
from time to time outstanding. 

Having determined that, theoretically, a premium or discount 
should be distributed to income account over the term of the 
bond, it is now proposed to consider to what extent this rule is 
and may properly be varied in practice. 

Dealing first with the question from the point of view of the 
maker of the obligation, and taking the case of issues of bonds at 
a discount, there can be no question that until a quite recent date 
it was the almost universal practice of corporations to treat such 
a discount as a capital charge, and, in fact, this treatment was 
accepted as correct by many accountants. This is particularly 
true in the case of new corporations, and the reason is easily seen. 
In the early years of companies, the earnings are seldom much 
more than sufficient to pay the actual interest charges, and, more- 
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over, the discount is regarded less as being the capitalization of 
a reduction in the rate of interest than as the bondholders’ share 
of an anticipated enhancement in the value of the property. In 
such cases the nominal interest paid on the bonds is ordinarily 
sufficient to attract purchasers at par, if the security were good, 
but bonds being usually issued for the whole cash cost of the 
undertaking, and so having no margin of security, it is necessary 
in order to attract purchasers, for the stockholders, who have no 
capital at stake and are looking for their profits in a future en- 
hancement of the value of the property, to surrender a portion 
of this anticipated profit to them. Under such conditions as 
these, the future liability for the difference between the issue and 
redemption prices is looked on as a liability, contingent on the 
success of the undertaking, and it is argued that if this success 
is achieved the enhancement in the value of the property will more 
than offset the discount to be provided for. 

This attitude is only one phase of the general tendency to 
anticipate profits and to capitalize the future, which already, it is 
hoped, is beginning to be superseded by a policy of conservatism 
and of capitalization on the basis of actual cost or achieved results. 

In the case of the great railroads, the custom of capitalizing 
outlays of a revenue character is practically a thing of the past, 
and the present tendency is, on the contrary, to provide out of in- 
come for many expenditures which might easily be defended as 
charges to capital, so that in such companies the accountant finds 
little difficulty in securing the charge of discounts to revenue over 
the term of the bonds. Some of the leading railroads, in fact, 
have gone further, and by appropriations of income have extin- 
guished the whole of the discount which would have fallen on 
future years. This change of attitude, though not so far ad- 
vanced, is gradually taking place amongst other corporations, so 
that the accountant who urges the provision for discount out of 
income meets with much less opposition than formerly, and the 
best financial opinion will now support him if he declines to give 
an unqualified certificate in any case where this is not done. 

Where an intermediary exists, as in the usual case of the con- 
struction of a railroad by a construction company, to which the 
stocks and bonds are issued and which, in turn, disposes of the 
bonds on such terms as it can obtain, it is not possible for the 
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accountant auditing the books of the issuing company to follow 
the transaction through the books of the intermediary. As be- 
tween the issuing company and the intermediary, the bonds are 
issued at par, and he is therefore bound to pass the charge to 
property account of the par value of the securities issued to the 
intermediary, although he may feel morally certain that the bonds 
were practically issued at a discount, and the property account 
charged with a figure largely in excess of the actual cash cost of 
the property represented thereby. Where, however, bonds are 
sold for cash by the company issuing them, the facts are before 
the auditor, and he should insist on a proportionate part of the 
discount being charged against the annual revenue of the company 
in such a way that, by the maturity of the bonds, the whole amount 
will have been disposed of, or, in the alternative, should qualify 
his certificate accordingly. 

The accountant will be doing the best service to his client, his 
profession and the public, if, by taking a firm position on such 
points, he assists in the establishment of those methods which are 
obviously the sound and conservative ones. 

The case of bonds sold at a premium offers little difficulty. 
The most conservative course is to carry the premium to a per- 
manent reserve or to apply it in writing off intangible assets or 
extraordinary expenses, but no objection can be raised to its 
being credited gradually to income in the same way as a discount 
would be charged. The one treatment that is inadmissible is to 
credit the premium immediately to the income of the year in 
which it is received, either directly or by applying it against ex- 
penses which would otherwise form regular charges against in- 
come. 

Turning now to the consideration of the question from the 
point of view of the holder of the bond, it will at once be seen 
that it cannot be disposed of as merely the converse of the ques- 
tion already considered, on account of one important difference : 

When a company sells a bond it assumes certain definite obli- 
gations, and these obligations have to be provided for, neither 
more nor less; but when an investor buys a bond there has to be 
considered, not only the extent of the obligations to him repre- 
sented by the bond, but also the probability of these obligations 
being fulfilled. 
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For this reason, although it has been stated that a company 
issuing a bond at a discount should properly charge a portion of 
that discount against each year during the period the bond runs, 
it does not follow that the holder of the bond is entitled to credit 
a corresponding amount each year to his income account. 

The proper treatment of premiums and discounts by the hold- 
ers depends largely on the circumstances under which the bonds 
are held. By an individual holder of a bond certain not to be re- 
deemed during his lifetime, the annual interest received will 
naturally be regarded as income. A bank, or insurance com- 
pany, again, may properly follow the rule of valuing all its in- 
vestments at cost or market, whichever is the lower, or may per- 
haps in the case of a bond bought at a premium write off the 
whole of the premium in a few years, content to know that the 
benefit of its conservatism will be reaped in future years. 

There remain, however, some cases where such arbitrary 
methods cannot be employed, and amongst these is the case where: 
different parties are entitled to a property in succession, as, for 
instance, an estate, the interest of which is to go to A for life, 
then to B, on whose death the capital is to revert to C. 

In such a case, it is important that a proper adjustment of 
premiums and discounts should be made, not only as between 
capital and income, but also as between the income of different 
periods, and if rules can be laid down which will apply equitably 
in such a case, they may fairly be adopted for general application. 

It has been pointed out that the difficulty in applying the rule 
laid down for the maker to the case of the holder, lies in the 
uncertainty whether the maker will fulfill its obligation. Where, 
however, a bond is bought at a premium, it is known that at best 
the amount which will be received at maturity will be less than 
the amount paid by this premium, and it would seem clear that 
at least this sum should be written off against income during the 
currency of the bond. 

It is true that this sum may not represent the whole loss, but 
any further loss will be similar in character to the fluctuations in 
value to which all investments are subject. 

Where property is held for the benefit of parties in succession, 
the general rule is that the estate is to be invested so as to pro- 
duce benefits equitably to the different parties. It may not, 
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therefore, properly be invested in property not producing income 
such as unimproved real estate, on the one hand, or in a wasting 
asset such as a mine, on the other. To the extent of the pre- 
mium, a bond bought above par may be regarded as a wasting 
asset, but such bonds, being among the best of investments, can 
not and ought not to be excluded. Yet, if proper provision be 
not made for the premium, the result to the remainderman may 
be a serious depletion of the capital before he succeeds to it. 

The case of bonds bought at discount differs from that of 
bonds bought at a premium in that there is not the same certainty 
of the discount being eventually earned as there is of the pre- 
mium being lost. This fact is well recognized, and it is unlikely 
that the proposal to credit income with any portion of the discount 
annually without regard to any other conditions would be ad- 
vanced. 

It has, however, been advanced and received more or less 
judicial sanction in another and more subtle form, viz—in the 
argument that where some bonds are bought at a premium and 
others at a discount the premiums and discounts may be allowed 
to offset one another. Such a rule is equivalent to offsetting 
known losses by estimated and uncertain gains, and is clearly un- 
sound. 

On the other hand, it seems inequitable that profits on the sale 
or redemption at par of bonds bought at a lower price should be 
treated as necessarily a capital profit, as in some instances, cer- 
tainly, the gradual approach of maturity affects bonds selling at 
a discount as surely as those selling at a premium. In this coun- 
try, perhaps such cases are at present rare, and it is probably a 
fact that comparatively few bonds sell below par because the in- 
terest is lower than the normal rate for well-secured investments, 
and that the market value of bonds selling at a discount is seldom 
affected by the fact that they are nominally redeemable at par. 
Usually the annual interest actually received constitutes a fair re- 
turn to the life tenant, and no real injustice is done him in not cred- 
iting any portion of the discount to him. There are, however, many 
cases, particularly issues of foreign governments, where the fact 
of the obligation being redeemabie at a higher price than that of 
issue is an essential factor in determining the yield, and it appears 
desirable that some rule should be laid down to meet such cases. 
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The question then arises, Under what conditions and restric- 
tions may discounts be distributed to life tenants in any case 
where some distribution is deemed proper ? 

In the first place, as the discount will only be realized on the 
sale or redemption of a bond, any proportion allotted to the 
Tenant for Life will be payable to him only on such sale or re- 
demption, except at the termination of his period of enjoyment, 
when a general settlement will be effected. 

As to the amount, it is suggested that this should be limited 
to the proportion of discount accruing to the date of settlement 
on the basis of distributing the whole of the discount over the 
period between the date of acquisition and the date of maturity 
(in the same manner as in the case of premiums), with the further 
provision that it should not exceed the profit actually realized. 
Thus, if a bond were acquired originally at 93, and at the date of 
sale the proportion of discount accrued were 2%, then if the bond 
were sold at 95% or any higher price, the Life Tenant would 
receive 2%, while if the sale price were 94 he would get only 1. 

In the case of a general settlement of the estate the same 
method might be followed, except that market values would be 
used instead of sale prices. 

This suggestion is offered as a frankly tentative one, unsup- 
ported by any judicial or other authority, and the study of a num- 
ber of decisions on the general questions now under discussion 
fails to disclose any ruling, or even argument, on this particular 
point. 

As to the question of bonds purchased at a premium, the de- 
cisions are fairly numerous and, at first sight, apparently con- 
flicting. It will be found, however, that comparatively few of 
them are decided on the purely accounting question, the issue 
being generally affected by the intentions of the testator as ex- 
pressed in his will or spelled out of it by the court. 

Life Tenants are usually more closely related to the testator 
than remaindermen, and the courts appear to have applied liber- 
ally the rule that in case of doubt and ambiguity the law pre- 
sumes in favor of the nearer relative, in some cases, to the extent 
of finding doubts and ambiguities where none appear to the lay 
mind to exist. Even where the accounting question has been 
discussed to some extent on its merits, the courts have as a rule 
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declined or failed to recognize any distinction between the steady 
depreciation of bonds bought at a premium on account of ap- 
proaching maturity and the ordinary fluctuations of investments. 

It is not within the purpose of this paper to attempt to 
summarize or reconcile the decisions of the courts in various 
states, which would, indeed, be no light task for a lawyer. In 
some of the cases decided in favor of the remainderman, how- 
ever, arguments on the financial and accounting questions in- 
volved have been advanced which are directly opposed to those 
offered in this paper, and it seems desirable to give these argu- 
ments careful consideration: A typical case is that of McLouth 
vs. Hunt (154 N. Y. 179), in which the Court said: 


The absolute security of Government Bonds, both to the Life 
Tenant and Remainderman, must always be kept in view. They 
may be purchased at a premium and sold at a still higher one, in 
which case if there is a deduction made from the interest and 
added to the principal to balance the premium the Remainderman 
would be doubly benefited. Some investments will increase while 
others will diminish in value. When all things are considered, the 
better rule, it is urged, is to allow these matters to balance them- 
selves, as on the whole they are quite likely to in the end. 

' It will be convenient to deal with these arguments in the 
reverse order to that in which they are stated, and first with the 
contention that some investments will increase in value while 
others will diminish, and that these gains and losses may be left 
to offset one another. 

All investments made by trustees are necessarily liable to 
fluctuations in value, by reason of changes in the current value of 
money, or in the credit of the makers of the obligations, etc. 
Such fluctuation may be in either direction and cannot be fore- 
seen, and losses or gains arising therefrom are undoubtedly 
proper charges or credits to capital account. This rule should, 
however, clearly be applied so that the probabilities of loss or gain 
to the remainderman may be fairly balanced, and where an invest- 
ment possesses inherent characteristics tending to make it depre- 
ciate or appreciate in the future, either it should be converted or 
an equitable adjustment should be made of the depreciation or 
appreciation attributable to its inherent characteristics. 

Now when bonds redeemable at par at a fixed date are bought 
at a premium, there does exist a distinct factor affecting the fu- 
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ture course of values, which operates in one direction only and, 
if all other conditions were to remain unchanged, would be 
bound to result in the bond falling to par by the date of maturity. 
The effect of this factor from year to year, considered indepen- 
dently, can be calculated with mathematical certainty, and in pur- 
chasing bonds allowance is always made therefor by persons at 
all familiar with bond investments. 

It therefore seems unfair to treat this special depreciation on 
the same basis as ordinary fluctuations, and it is difficult to share 
the optimistic expectations of the court that the increases and 
decreases are likely to balance themselves in the end, where the 
only changes in value which can be anticipated are all in one 
direction. 

The argument from custom does not appear to have been ad- 
vanced in this case, though, seeing that in all dealings in bonds at 
a premium by bond brokers, allowance is made for the loss of 
premium on redemption in stating the return on the investment, 
this argument would appear to be a strong one. 

The second point to be considered is as follows: “ They (the 
bonds) may be purchased at a premium and sold at a still higher 
one, in which case, if there is a reduction made on the interest 
and added to the principal to balance the premium, the remainder- 
man would be doubly benefited.” This argument has a more 
plausible appearance than the first, but, it is submitted, is equally 
unsound. The error lies in the failure to realize what is the true 
profit on the purchase and sale of such an investment, and in 
assuming that the profit is merely the difference between the pur- 
chase price originally paid and the sale price eventually realized. 
If, however, the theory advanced in the early part of this paper 
is correct, each sum received as the nominal interest on the bond 
contains a certain amount which is a realization of principal, and 
in order to arrive at the profit on the purchase and sale of the 
investment, the installments of principal so realized must be added 
to the sum received on the final sale, to arrive at the total realiza- 
tions, from which the original cost is to be deducted. Another 
way of disposing of the question, which will, however, give the 
same result, is as follows: 

The original purchase represented the cost of an annuity for 
a certain number of years and of a reversion to a capital sum due 
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after a certain time. The sale represents the realization of an 
annuity for a certain smaller number of years, and of a reversion 
to a sum due in a certain shorter period of time. The property 
sold not being the same as that purchased, the difference between 
the amount originally paid and the amount finally received is not 
a proper measure of the profit, but the profit is surely the differ- 
ence between the sale price and the cost value of the property 
remaining to be sold, calculated on the same basis as that on 
which the property was originally acquired. 

If bonds are sold at a higher premium than was paid for them, 
although the date of maturity has become nearer, this condition 
must be due to an increase in the value of money, an improve- 
ment in the credit of the maker, or some similar cause, which 
would, apart from the question of redemption, have brought about 
a greater appreciation of the security than has actually taken 
place. 

Furthermore, although in a case where bonds had actually 
been realized at a higher price than that at which they were 
bought, it might with some reason be argued that the remainder- 
man had at least suffered no loss and, on broad grounds, the tech- 
nical point might be waived; it is going much further to apply the 
rule to all cases where bonds are bought at a premium, merely be- 
cause there is a possibility—hardly a probability—of their being 
realized at a higher price. 

With regard to the remaining argument as to the security of 
bonds bought at a premium, it may be pointed out that this securi- 
ty applies to only a part (the par value) of the investment, if 
the rule adopted by the court be followed. If, for instance, 
government bonds are bought at a premium of 33 1-3% and held 
until maturity, while the par value would undoubtedly be perfectly 
safe, the premium would equally certainly be lost, and, so far from 
the corpus of the estate being fully preserved, there would be a 
practical certainty of one-quarter of the amount being lost. 

In another case it was argued that to justify writing off a 
premium against income it was necessary to assume that the pre- 
mium was attributable to the interest rate solely, but that in fact 
it was dependent partly on the interest rate and partly on the 
security of both principal and interest. The necessary assump- 
tion would, however, appear to be a correct one and not inconsis- 
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tent with the facts stated, the effect on the premium of the factor 
of security being purely negative: for while absence of security 
may prevent a bond, bearing a high rate of interest, from being 
salable at a premium, no degree of security can of itself make a 
bond worth more than its face value. 

It is said that in the early days of Dutch trade in the East 
when a Dutchman bought ivory from a native, the ivory was 
placed in one scale and the weights in the other, but along with 
the weights there was always the Dutchman’s foot. 

In the case under consideration, the factor of insecurity plays 
the part of the Dutchman’s foot, and it is no more reasonable to 
refuse to attribute to the interest rate the premium on a bond than 
it would be for the Dutchman to decline to credit to the ivory a 
weight equal to the weights in the other scale. There are a few 
special cases, as for instance United States Government bonds, 
which have an artificial value as a basis of currency, where the 
rule does not hold good, just as possibly a particularly wide- 
awake native dealing with a negligent trader might load the scale 
so as to offset the pressure of the Dutchman’s foot, but these ex- 
ceptions occur probably about as often in one case as in the other, 
and in neither often enough to affect the general rule. 

It may be pointed out that, while the position of the court 
amounts, in the case of bonds at a premium, simply to refusing 
the remainderman a certain measure of relief because he may be 
entitled to a greater amount which cannot be ascertained; a diffi- 
culty does exist in attempting to credit any part of a discount to 
the life tenant, because there is no means of establishing either 
the exact portion or any minimum portion of that discount, which 
is attributable to the rate of interest. This difference between 
the positions in regard to premiums and discounts has already 
been noted. 

It would appear, therefore, that the objection found by the 
court is a real one where a discount is under consideration, but 
not where it is a premium that is to be disposed of. 

In spite of the fact that, from an accounting point of view, 
the decisions considered may not appear to be correct, similar 
positions have been taken by the court in many cases, and al- 
though no general rule has been laid down, and apparently every 
case is decided on the particular facts involved, the trend of the 


184 





The Proper Treatment of Premiums. 


opinions seems to be against the theoretically correct method. It 
may be pointed out that, in general, the courts appear to be disin- 
clined to require an exact and scientific disposition of accounting 
questions, if satisfied that substantial justice can be done to all 
parties by less complicated settlements. Even in England, where 
the courts have gone further than in America, it has been ruled 
that on purchases or sales of securities no adjustment need be 
made for interest accrued at the date of sale or purchase unless 
there is evidence of bad faith on the part of the trustees, such as 
repeated sales of securities in a manner prejudicial to one or other 
of the parties in interest. In the case of Scholefield vs. Redfern, 
1863 (2 Drewry and Smale 173), the Vice Chancellor used the 
following language : 

It is obvious that why such an equity on either side has never 
been administered habitually by this Court is that by attempting 
it a grievous burthen would be imposed on the Estates of testa- 
tors by reason of the complex investigation it would lead to. 

The gain to either party would be far more than compensated 


by the expense which might be incurred in a complicated case, 
and for that reason, no doubt, the thing has never been done. 


Accountancy in Great Britain has advanced greatly since this 
decision, but the rule is still followed in England (though it is 
otherwise in Scotland). At the same time, the courts have on 
occasion adopted methods at least as theoretical as those sug- 
gested, as, for instance, in the case of Earl of Chesterfield’s Trusts 
(24 C. D. 643), where, part of the estate consisting of a reversion 
which the executors did not convert, the court decided that on 
the reversion falling in a calculation should be made as to what 
sum, invested at a fair rate of interest for trust securities at the 
date of the death, would have amounted at the date of recovery 
to the sum actually recovered, the sum so ascertained to be 
treated as capital and the remainder as income. 

As the accounting profession grows in strength and reputation, 
and its members are able to place sound accounting views before 
the courts with more assurance and authority, it would appear 
probable that the courts will be more and more inclined to the 
exact disposition of such questions as have been considered in this 
paper, even though the methods may appear complicated and 
theoretical to persons unskilled in accounts. 
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It may be well now to summarize the conclusions reached, as 
follows: 

The premium or discount on a bond is practically a capitali- 
zation of an increase or reduction of the rate of interest. 
In the accounts of the maker of a bond,— 

A discount should be charged to Income over the terms of 
the bond, and 

A premium may be either— 

Carried to a reserve account, 
Applied in writing off fictitious assets or extraordinary 
expenditures, or 
Credited to income gradually over the term of the 
bond. 
As to the accounts of the holder of a bond,— 

A premium should be written off against income during the 
term of the bond in such a way that each year’s income 
will be credited with the true yield on the investment, 
though where the property is not held for different inter- 

‘ ests in succession, other methods may be adopted, provided 
that they are at least equally conservative. 

It is not usual to credit any part of discounts to income, and 
in general no hardship is done to the person entitled to the 
income by reason of this rule. 

Where some credit for discount is deemed equitable, a proper 
rule might be that the credit should be limited to the pro- 
portion of discount accrued at the date of realization, or 
to the proportion actually realized, whichever is the lower. 

From the legal point of view no general rules can be laid 

down, but that each case must be decided on its particular 
facts. 

It will be seen that there is room for considerable difference 
of opinion on some of the points involved, and the whole subject 
is worthy of fuller consideration than it has hitherto received, 
both from accountants and from lawyers. 





The Field of Accountancy. 


By Davin KINLEy, Pu.D. 


Some time ago, I had occasion to try to get an adequate and 
correct idea of the duties of public accountants. In order to get 
the benefit of expert advice, letters were sent to forty or fifty 
accountants asking them to define the term “public accountant.” 
Between thirty and forty replies were received, and they form 
the basis of this article. 

As is usual in such cases, a good proportion of the answers 
are not usable. Of the answers which may be regarded as good 
definitions, in the proper sense of that term, the following are, 
perhaps, the best examples: 

1. “The public accountant is a professional man whose ser- 
vices are devoted to organizing, examining and reporting upon 
any and all classes of accounts . . . . with the object of so 
systematizing them that the maximum information, pertinent to 
their purpose, may be obtained at the minimum cost. of time and 
effort: that of examining to ascertain whether the results shown 
at any given period are correct and in accordance with all the 
relative facts obtainable; and of reporting to furnish his client 
with a disinterested impartial narrative of his findings as the re- 
sult of such an examination.” 

2. “The principal function of a public accountant is the study 
of the methods employed in conducting the financial operations 
of a business, and thereupon designing such a system of accounts 
as will afford ready information of the amounts of money re- 
ceived and expended, consistently classifying such amounts under 
proper heads so that the proprietor or manager of a business 
may be enabled through comparisons of the figures so presented 
to direct the operations of manufacturing, buying, or selling, in 
a manner which shall eliminate unnecessary expenses or losses, 
or shall add to the receipts or profits.” 

3. A public accountant is “one who .. . . has the 
ability to render professionally services in inaugurating and sim- 
plifying systems of accounts as well as verifying and clearly re- 
porting upon business conditions as revealed by the recorded 
transactions of the accounts under review.” 

4. “A public accountant is a person possessed of a thorough 
knowledge of the principles underlying business methods and the 
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best ways in which to express those principles in the books and 
other constituent parts of the office, the factory and all other 
departments of the entire business, so as to make them work to- 
gether as a harmonious whole, to the end that all the informa- 
tion concerning each detail of the business and of the grand total 
of results may be ascertained with the greatest possible accuracy, 
promptness and economy of labor. This presupposes the ability 
to detect errors of omission and of commission and to apply the 
proper remedies.” 

5. The following is a description rather than a definition, and 
has been condensed for the present purpose: 

“A public accountant is one who . . . renders professional 
services of the following kind: 

(a) To devise, install, and supervise the administration of 
systems of accounts adapted to the administrative needs of a 
business public or private. 

(b) To audit or critically examine systems of accounts as a 
means of determining the correctness of bookkeeping results and 
to report . . . . the operative results, the gains and losses, 
the distribution in dividends of net profits or surplus of a ‘going 
concern,’ or the distribution of an estate on ‘winding up.’ 

(c) To make special reports pertaining to any matter or 
aspect of a business involving financial analysis.” 

One or two correspondents refer to an excellent description 
of accountant’s work given by Mr. A. L. Dickinson in The Ac- 
countant, February 26, 1902. I give a condensed statement 
of Mr. Dickinson’s description: “A public accountant is not 
merely a bookkeeper, a statistician, or a man of figures, nor 
only a good man of business, but if he be successful in his pro- 
fession he must combine all these qualifications, and in addition 
have a general knowledge of all industrial undertakings, of the 
forms of accounting most suitable to each, and of the general 
principles, both legal and economical, which govern them. The 
training referred to above is only the first step to the attainment 
of such a position. . . . .” fr. Dickinson classifies the 
work of an accountant, noting as the principal things: 

1. The audit of accounts, entailing such examination as will 
satisfy him that the accounts laid before him are substantially 
correct and enable him to certify to this effect. 
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2. The establishment of systems of bookkeeping and Cost 
Accounts. : 

3. The investigation of the accounts of firms and companies 
with a view to certifying the profits or verifying the assets and 
liabilities on conversion of the same into public or private cor- 
porations. 

The author further enumerates, as coordinate functions, the 
investigation of frauds, supplying trained assistants, examina- 
tions on the occasion of changes in the corporate character of a 
business, examinations in bankruptcy proceedings, executors’ ac- 
counts, etc. But such an enumeration, though very helpful, is 
hardly necessary in a definition. The character of an account- 
ant’s work is what we want to describe, irrespective of the par- 
ticular kind of business in which it may happen to be applied. 
The nature of his work is not changed by the use to which his 
results are put. The same objection lies against the following 
description, aside from its being tautological : 

(a) “The making of audits, . . . . as an aid in de- 
termining the efficiency and fidelity of employees, departmental 
profits or losses, and in shaping future business policy. 

(b) The making of a balance sheet, or a statement of the 
assets and liabilities of any business, showing . . . . its 
true financial condition. 

(c) The making of a prospectus of a proposed commercial 
undertaking or consolidation. 

(d) Devising systems of accounts for businesses and in- 
dustries of different kinds, suited to their particular needs. 

(e) The investigation of the accounts of persons whose offi- 
cial conduct may be under suspicion. 

(f) The making and procuring accurate inventories and 
statements of account in receivership proceedings, bankruptcy 
cases, probate matters, etc. 

(g) Actuarial work for life insurance companies. 

(h) General work relating to the finances of municipalities 
and states, embracing, among other things, the levying and ap- 
portioning of taxes and special assessments, the issuance, refund- 
ing and retiring of bonds and debentures, etc.” 

The following is shorter, but just as complete: “A public ac- 
countant is a person skilled in accounts and commercial usages, 
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who offers his services not exclusively to one or more persons 
or organizations, but generally to whosoever wishes to engage 
him for the purpose of (a) auditing accounts, (b) making any 
required examination of accounts to establish questions of fact, 
such as assets, liabilities, costs or profits, or (c) designing, in- 
stalling or advising in reference to a system of accounts with 
forms specially adapted to a given business. (d) Giving testi- 
mony or advice as to conditions and practices existing in the 
conduct of business affairs.” 

The following definition is from a railway accounting officer 
of long and varied experience: Accountancy is “the accurate, 
truthful, and scientific expression of transactions in current and 
generally understood and accepted form and terminology, for 
purposes of information, regulation, and protection against loss; 
and the critical review and verification of such expression.” This 
definition goes beyond financial statistics. The author of it re- 
marks, in a comment, “It may be, often is, desirable to keep ac- 
counts so as to reflect the performance of an animal or a group 
or herd of animals; or the workings of a farm or mine; or a 
particular section of a farm or mine; or again of a machine or 
a group of machines.” 

To define the work of an accountant in so broad a way, is to 
identify him with an expert general statistician. The accountant 
is doubtless an expert statistician, but a statistician whose work 
is confined to a particular field of statistics. 

These definitions show considerable differences in emphasis. 
While all agree that whatever else he does, the accountant must 
examine, organize, and report upon systems of account, some 
lay emphasis on the mere ability to examine and certify the cor- 
rectness of accounts, while others regard the power to devise and 
install systems as the more important feature. Still others lay 
emphasis upon the importance of a knowledge of business meth- 
ods or upon legal knowledge. Some fail to distinguish between 
the character of the accountant’s work and the lines in which it 
may be applied. If his work is the same, it makes no difference 
whether it is done in connection with trust accounts, bankruptcy 
accounts, or the accounts of a manufactory. It is not necessary, 
therefore, to make a long enumeration of the applications which 
an accountant may make of his knowledge. 
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From what has been said, it is evident that even the account- 
ants themselves are hardly able to describe with accuracy, and 
certainly not with unanimity, the scope of their duties. This 
fact is probably due in part to the newness of the profession and 
to the absence of a legal definition. Anybody who has a slight 
knowledge of bookkeeping and collateral subjects may call him- 
self an accountant or an expert accountant, and if he offers his 
services to the public he may advertise as a public accountant. 
If he is to be a certified public accountant, he must pass examina- 
tions in certain subjects prescribed by law. Hence the knowl- 
edge of these subjects may be taken as the requirements of the 
law for determining the scope of knowledge and work of the 
public accountant. The subjects generally, if not uniformly, pre- 
scribed, are practical accounting, auditing, theory of accounts, 
and commercial law. But we are, perhaps, not brought by this 
statement any nearer a clear and definite conclusion as to the 
scope of the accountant’s duty; for the law does not describe for 
us what is meant by practical accounting and theory of accounts. 
What is accounting? If we can agree as to this, of course, it is 
easy to define an accountant and a certified public accountant. 

It is a venturesome thing for a layman to try to describe the 
work of a group whose own doctors do not quite agree. If, 
however, we may try to do so on the basis of the points of agree- 
ment in the various definitions, we might describe an accountant, 
briefly, as an expert in the field of financial statistics, whose work 
is to exhibit in appropriate statistical form the organization and 
condition of any business; to interpret his own exhibits so as to 
determine whether or not the business is harmoniously organ- 
ized ; whether the distribution of expense and income among its 
various divisions is the best possible, under the circumstances, 
and if not, what modifications should be made. 

In the above definition, the accountant might, in the first 
place, make the original entries, although this is not necessary. 
So far as he does so, his work is that of a bookkeeper. This 
part of the work, however, bears the same relation, in a general 
way, to accounting work proper that the work of a census col- 
lector does to that of the worker who tabulates and interprets 
his results. Bookkeeping is not accounting, any more than sta- 
tistics collecting is statistical interpretation. 
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In the second place, under this definition, the work of the 
accountant is to determine whether original entries are correct 
and correctly represent the particular business organization and 
its condition as to profitableness, etc. Here the accountant per- 
forms his duty as an auditor. 

The third phase of the accountant’s work is to determine and 
show from the accounts of a business whether it is harmoniously 
organized, and whether the distribution of expenditures and in- 
come among its various divisions, is the best possible, under the 
circumstances. In this capacity, the accountant is an expert ad- 
viser on business organization and its conditions. He is, so to 
speak, a financial physician. In this capacity, he requires a wide 
knowledge of business organization and methods, a knowledge of 
commercial law, and sufficient technical knowledge to enable him 
to determine when to call in the expert in other lines, such as the 
engineer and the lawyer. 

Further, it is the business of the accountant to invent and 
adapt financial or accounting systems to particular businesses. In 
this work he may be compared with the statistician preparing 
his schedules. 

The above divisions of work include all the generic details 
mentioned in the descriptive definitions before given. The ac- 
countant will make audits of all kinds of accounts and papers 
of persons charged with the care of moneys, stores, etc., to test 
the honesty and the efficiency of the employees, to show profits 
or loss, to determine soundness of policy, to prepare prospec- 
tuses of commercial undertakings, devise systems of accounts, 
etc. This work he may perform in any sphere to which it is ap- 
- plicable. 

May we, then, briefly describe the accountant as an expert in 
financial statistics with a knowledge of business organization in 
general, and with the ability, therefore, to understand, devise, 
and apply statistical schemes and forms to any business organi- 
zation, with reference to internal structures, its technical ca- 
pacity, and its legal relations? Such work can be done only by 
a man who is thoroughly trained in statistical theories and meth- 
ods, so far as they deal with financial organization; who is well 
acquainted with the principles of business organization, technical 
and legal; and can express these in figures; who can interpret 
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such presentation when made by them and can frame appropriate 
schemes of his own. In the requirement of the law, he must be 
‘skilled in theory and practice of accounts, commercial law, and 
auditing.’ 

A word or two may be added as to the significance of the 
word public in the phrase “public accountant.” The public ac- 
countant is, of course, one whose services are open to any one 
in the line of his business. The use of the word in this sense is 
rather unfortunate. We do not speak of a public lawyer or a 
public doctor, as distinguished from the lawyer or doctor em- 
ployed permanently by a private firm or corporation; still there 
is sanction for this use of the term and it probably has come to 
Stay. 








The Profession of a Certified Public Accountant.* 


By W. A. Cuase, LL.B., C. P. A. 

Mr. CHAIRMAN AND GENTLEMEN :—When your committee did 
me the honor to ask me to address you on the subject, “The Pro- 
fession of a Certified Public Accountant,” I consented the more 
readily, as I am rather under the impression that a good many 
people have a somewhat hazy idea as to exactly what a certified 
public accountant is; and I was glad to have the opportunity of 
explaining the matter to the students of one of the great Ameri- 
can institutions of learning, of which I have the honor of being a 
graduate, the State University of the grand old State of Illinois. 

I believe some people think a certified public accountant is a 
sort of superior bookkeeper. Now the bookkeeper bears some- 
what the same relation to the accountant that the bricklayer does 
to the architect. The accountant must, of course, know all about 
bookkeeping, a great deal more in fact than the ordinary book- 
keeper. So, I imagine, the architect knows all about bricks and 
their manufacture, but he does not lay them. The work of the 
accountant begins where that of the bookkeeper leaves off. 

Another class of people think the profession of a certified pub- 
lic accountant is a new profession. I shall hope to convince you 
before I sit down that it is really a very old profession, one of 
the oldest in the world. A work on this subject was published in 
Edinburgh last year and is a compilation of a vast amount of 
learned research. We find, that in the Chaldean-Babylonian Em- 
pire, said to have been the first regularly organized government 
in the world, certified public accountants existed. At different 
periods they have been known by different names, but I will keep 
as far as possible to the American designation. 

There is a record which has been discovered of a code of laws 
in this Chaldean-Babylonian Empire regulating commercial trans- 
actions promulgated by the reigning king who lived in the time 
of Abraham. He is mentioned in the Book of Genesis, in chapter 
xiv, verse I, as the King of Shinar. 

In these ancient times the way the scribe or certified public 
accountant prepared the business records was to write them with 


*Read before the Students’ Commercial Club of the University of IIli- 
nois, at Urbana, Feb. 13, 1906. 
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a stylus on moist clay, which was afterwards baked or dried in 
the sun. Among these tablets are the records of two banking 
firms, one of Babylon, the other of Nippur, a city of Chaldea. An 
expedition sent by the University of Pennsylvania some few years 
ago discovered, in excavating, 730 of these tablets in a room at 
Nippur. 

In ancient Egypt the scribe or certified public accountant 
wrote his accounts on papyrus with a calamus or reed. The sys- 
tem of auditing in ancient Egypt was very complete. Peculation 
on the part of the workmen was guarded against by one official 
checking his accounts against those of another. Among the 
Persians, Phcenicians and Carthaginians with their extensive 
commerce, it is safe to assume that accountants were constantly 
retained. In Greece the certified public accountants seem to have 
been very lax in their duties. One Greek writer says “if the 
state entrusted to anyone only a talent, and if it had ten checking 
clerks, and as many seals and twice as many witnesses, it could 
not insure his honesty.” In view of the disgraceful exposures 
that have been taking place of late throughout the United States, 
we see the truth of the old proverb that history is very apt to re- 
peat itself. 

In Rome, under the kings, the republic, and the earlier and 
later empires, a great deal of attention was bestowed on public 
accounting. It probably took its rise from the household expense 
book kept by the father of a family, the paterfamilias with whom 
we all are familiar, who entered in a sort of waste book, “adver- 
saria,” all the receipts and payments of his household, which he 
posted monthly to a register of receipts and payments called 
“codex accepti et depensi.” 

After the fall of the Roman Empire we find that Charlemagne, 
Emperor of the Franks, employed accountants called “judices” 
to audit and keep the accounts of his estates. The Pope had enor- 
mous revenues, looked after by a large staff of accountants, the 
head of whom was called a Proto-Scriniarius. Among the 
Italian republics of the middle ages, the certified public account- 
ants were thought very highly of, and as these were great trading 
communities, their employment was a necessity. In the enumera- 
tion of the professions, we find them classed with the mathe- 
maticians. 
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Coming now to England and Scotland we find the accounts 
and audit of public revenue were the main cause and origin of 
the profession of certified public accountant. The Sheriffs’ ac- 
counts were settled yearly on the famous Exchequer table. “This 
table was covered with a russet cloth, which was marked 
in squares by intersecting lines, probably with chalk, the columns 
of which represented money columns, the column farthest to the 
right of the calculator being for pence, the next for shillings, the 
next for pounds, then scores, hundreds and thousands of pounds. 

The Sheriff having duly appeared, the various sums for which 
he had to account were read out from the great roll. As each 
item was announced the calculator arranged specie or counters 
representing the amount thereof in the appropriate columns on 
the side of the table farthest from him. Below these he then 
similarly arranged the Sheriffs’ various credits, subtracted the 
one set from the other and brought out the balance, if any. The 
tallies produced by the Sheriff were carefully compared with the 
foils in the Exchequer—the discovery of any flaw being im- 
mediately followed by the consignment to prison of the fraudulent 
Sheriff.” 

In an old manuscript work of the 13th century entitled Sir 
Walter of Henley’s “Tretyce off Housebandry,” there is an ac- 
count of the duties of an auditor, the principles laid down being 
very similar to those governing a modern audit: “The auditors 
ought to be faithful and prudent, knowing their business and all 
the points and articles of the account in rent, outlays and returns 
of stock. And the accounts ought to be heard at each manor, 
to know the profit and loss. It is not necessary to speak to the 
auditors about making audits, for they ought to be so prudent 
and so faithful and so knowing in their business that they have 
no need of others’ teaching about things connected with the ac- 
counts.” 

The profession of certified public accountant was held in so 
much honor among the countries of Italy in the middle ages that 
we are not surprised to find that the most important improvement 
in the science of keeping accounts should have originated in Italy. 
In Genoa, in the year 1340, we first meet with double entry in the 
accounts of the Steward to the local authority. In Venice, in the 
year 1494, the first work on the art of bookkeeping was given to 
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the world by a very eminent accountant named Luca Paciolo. 
This was a very remarkable work and contains much which is 
at the foundation of modern accounting. 

In the 17th and 18th centuries the profession of public ac- 
countant seems to have flourished more vigorously in Scotland 
than elsewhere, it is, therefore, not surprising that in Scotland in 
the middle of the 19th century should have been inaugurated that 
legislation which is the origin of the professional or certified pub- 
lic accountants as we know them to-day. In Scotland and in Eng- 
land and the other parts of the British Empire, the persons called 
certified public accountants in the United States are known as 
chartered accountants. 

There are three Scottish societies of chartered accountants in- 
corporated by royal charter as follows: Edinburgh, 1854; Glas- 
gow, 1855, and Aberdeen, 1867. The English Institute was in- 
corporated in 1880. Owing to the admirable work done by the 
members of these various societies in all parts of the world, some 
of the leading accountants and business men of America con- 
sidered it would be desirable that similar legislation should be 
adopted in this country. As a result of the steps taken, the New 
York certified public accountants’ act was passed in 1896, that of 
Illinois in 1903, and similar legislation has been enacted in other 
states of the Union, among them being Pennsylvania, Maryland, 
California, Washington, New Jersey, Michigan and Ohio. 

In Great Britain, the charters give the exclusive right to the 
members of the different institutes to place the letters C. A., A. 
C. A., or F. C. A. after their names or to style themselves charter- 
ed accountants, and in America the right alone to use the letters 
C. P. A. after one’s name or to describe one’s self as a Certified 
Public Accountant is given by the various acts to those who have 
complied with the requirements of the law; and it is made a mis- 
demeanor punishable by heavy fines for any person illegally to 
assume this designation. 

Without going too much into details, it may be said generally 
that the requirements for admission to the profession of a certified 
public accountant are very similar in Great Britain and the United 
States. 

A high school education or its equivalent is a preliminary sine 
qua non. In Great Britain intermediate and final technical 
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examinations have to be passed. In Illinois and New York the 
intermediate examination is omitted, which I venture to regard as 
an improvement. The papers set in the finals embrace much the 
same subjects, viz.: Commercial Law, Practical Accounting, the 
Theory of Accounts and Auditing. 

In Scotland, papers are also set in Actuarial and Economic 
Science, which are omitted in England and in America ; but as the 
result of a somewhat extended comparison, I think the papers 
set in Law and Practical Accounting are more difficult in New 
York and especially in Illinois than those given in Great Britain. 
An eminent New York accountant has proposed that in addition 
to a paper in economic science, one in logic should be required. 
I venture to regard this as a very admirable suggestion. No less 
a person than John Stuart Mill said in his autobiography that he 
regarded logic as an even more valuable instrument for training 
the mind than mathematics. 

In England and Scotland five years’ training in a chartered ac- 
countant’s office is necessary before the student can sit for his 
final examination. In England if a man is a graduate of a univer- 
sity the time may be reduced to three years. In New York this 
period of service is one year. In Illinois no such requirement 
exists, but I wish to impress upon you the importance of this 
office training. A man may be a graduate in law, may have been 
three years in tlie law school, passed his examination and been 
called to the bar; he will still find it necessary to have the actual 
experience of a lawyer’s office before he can hope to regard him- 
self as a qualified practitioner. 

The examinations in Illinois must be held at least once a year 
in the month of May, and under the statute, the state university 
appoints the Board of Examiners and grants the diploma. Of 
course, if you can add a legal training to your accountancy train- 
ing so much the better. In England some chartered accountants 
are also barristers-at-law, but the Inns of Court will not permit 
them to practce both professions. 

I now come to the question, What are the mental character- 
istics which a man should possess who intends to adopt the pro- 
fession of a certified public accountant? Many people imagine 
he should be a sort of lightning calculator. This is a great 
mistake. He should, of course, be reasonably proficient in figures, 
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but the essential thing is that he should have an analytical mind 
and be able to reason correctly, should have the power of resolv- 
ing a complicated whole into its component parts and then putting 
these parts together again. When I was at college our professor 
of political economy, who was a distinguished Oxford graduate, 
said in the first lecture, “I don’t care if I teach you nothing else, if 
I can only teach you to think.” 

What are the prospects in the United States at the present 
time for the professional accountant? If we look out over the 
business world we see that the tendency is to combination of 
capital, in order that this capital may be made more productive. 
In his work on political economy, J. S. Mill says the weakness 
of corporate direction is the inevitable division of control. But 
the profession of accountancy has been admirably defined as that 
of business advice and administrative control, and if a compe- 
tent outside authority reviews at stated intervals the work that 
is being done by the inside management it will have a wonder- 
fully bracing effect upon the enterprise as a whole. But cor- 
porate undertakings have their advantages as well. They make 
it possible for the small investor to become a partner in a re- 
munerative business. Now if he is to be induced to do this he 
must be satisfied that his money is being honestly and efficiently 
used, that he is not being made the prey of unscrupulous rogues 
for stock-jobbing purposes or of incompetent directors. He has 
neither the time nor the knowledge necessary to enable him to 
look into these matters for himself. Who is there so well fitted 
to guard his interests as the certified public accountant whose 
training and whose experience make him par excellence an ex- 
pert authority on these questions, and who, under the English 
Companies’ Act of 1900, must be elected by the shareholders at 
their annual meeting, being responsible to them and not to the 
directors ? 

Competition makes it imperative that the manufacturer should 
be accurately informed as to the costs of his commodities. The 
installation and supervision of cost systems is an ever growing 
branch of a certified public accountant’s practice. 

We have seen the important part the public auditors played 
in early times. Is there nothing in the disbursement of public 
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revenues in the United States to-day that calls for searching in- 
vestigation and strict accounting? Here are fields wide enough 
in all conscience, but there are others. 

In Great Britain the chartered accountants are appointed Re- 
ceivers in Bankruptcy and official Trustees, and who is so fitted? 
Some have contended they should also be appointed as Masters 
in Chancery in a certain class of cases, and I consider myself 
there is much force in this contention. There can be but little 
doubt, I think, that as the profession grows in public esteem and 
confidence in America these offices here, too, will be filled by 
certified public accountants. So that, I am confident, with what 
can be done and with what may be done, the future of the pro- 
fession in this country is assured. 

But not less important than the mental are the moral qualifi- 
cations which the certified public accountant must possess. Think 
for a moment of the great temptations that beset him. What 
great inducements may be offered him to betray the interests of 
his clients, especially if his report will influence, as it often does 
influence, the movements of great masses of capital. 

Every professional man acts in a quasi-public capacity. He 
is in a measure a servant of the public and should feel that he 
is discharging a public duty, and he must, therefore, place his 
professional honor, his duty to his client and loyalty to his sense 
of right and truth before any other consideration. 

You are all familiar with the high standard of personal and 
public honor maintained by the best class of Roman Citizens in 
the famous days of their country’s greatness, and nowhere, I 
think, does this feeling of noblesse oblige find better expression 
than in the opening lines of the celebrated third ode of the third 
book of Horace: “The man who is just and tenacious of his pur- 
pose, neither the fury of citizens commanding what is wrong, 
nor the look of the threatening tyrant shakes from his fixed pur- 
pose; nor Auster, the ruler of the restless Adriatic, nor the great 
hand of thundering Jupiter. If the crushed globe should fall, 
the ruins would strike him undaunted.” 

This, gentleman, is the spirit that should animate all pro- 
fessional men in the discharge of their honorable and most im- 
portant duties, and in a pre-eminent degree must it be the in- 
spiration and guide of the certified public accountant. 
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Accounting as a Skilled Profession. 
By Goprrey N. NELSON, 
Of the New York Bar. 


In a recent case decided by the Appellate Division of the 
Supreme Court of this State, involving the liability of public 
accountants for negligence, one of the questions in issue was 
whether or not public accountants constitute a “skilled profes- 
sional class.” 

In this action, which was instituted by a firm of accountants 
against an Assurance Corporation for a balance unpaid on a con- 
tract of employment, calling for a periodical audit, the defendants 
in their answer aver that the payment made on account of the 
said contract was in full of plaintiffs’ claim, and included in their 
answer a counterclaim for a large sum of money embezzled by 
one of the defendants’ employees, which embezzlement, the de- 
fendants claim, was made possible through the plaintiffs’ negli- 
gent breach of their contract of employment. 

The proposition of law was advanced by the defendants that 
public accountants now constitute a skilled professional class, and 
that they are as such subject generally to the same rules of 
liability for negligence in the practice of their profession as are 
members of other skilled professions. 

This proposition was not challenged by the plaintiffs, and 
with respect thereto Judge Hooker, for the Court, says, “and such 
is doubtless the law.” 

Having thus established the liability of public accountants as 
a skilled professional class, the Court decided the case upon rules 
of law governing such cases. 

Although the case may be carried to the Court of Appeals, the 
possibility of this feature of the case being disturbed is very re- 
mote, and, until there is a reversal, accounting as a profession, 
with respect to liability for negligence in the practice of the pro- 
fession, is on a par with law and medicine. 

Note:—The above case is entitled “ Arthur W. Smith, et al., versus 


London Assurance Corporation.” It has, as yet, not been reported in the 
Appellate Division Reports, but only in the “ Weekly Advance Sheets.” 
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Single Entry.* 
By Proressor JosePH Harpcastte, C. P. A., L. H. M. 


“ SINGLE ENTRY,” the much despised “ Single Entry!” I 
can scarcely muster up the courage to stand up in defense of it. 
I do not remember an author who has had much to say in its 
favor. The very name is a misnomer, and to use it shows our 
ignorance of its import. It shouid be called, as we shall see later 
on, simple entry. And yet, in spite of this disparagement of it, it 
must have considerable merit, especially in certain businesses, or 
it would have gone out of existence long ago. It is generally 
used by the small retailer, and very often by business carried on, 
on a most extensive scale. So much for those businesses called 
“ undertakings,” that is, businesses run for the purpose of making 
money. But when it comes to those businesses whose function 
is to collect revenue and pay incidental expenses in order to accom- 
plish under the direction of trustees some purpose other than that 
of making money, then the accounts are very often kept by simple 
entry, although they may be kept by double entry; and in the 
accounting in the courts the presentation of these accounts is by 
simple entry. 

The Treasury accounts at Washington, the Bank of England 
accounts, municipal accounts, such as those of the City of New 
York, etc., etc., are said to be kept by simple entry. The presen- 
tation to the courts of the accounts of executors and of testamen- 
tary trustees, of assignees, of receivers in bankruptcy, and receiv- 
ers in general, are by simple entry. 

Double entry is the bookkeeping adapted to those businesses 
called “ undertakings,” for its power of analysis is great, and thus 

*Definition of words used in the text: 
Correspondents.—The persons with whom the proprietor has dealings, so 

; as to become his debtors, or his creditors. 

Active—Any entry showing a benefit to the proprietor. 

Passive-——Any entry showing a detriment to the proprietor. 

Activities —Those accounts over which the proprietor exercises his con- 
trol, i. ¢., the assets. 

Passivities—The creditor correspondents. 

Statistical—All the accounts comprehending the Assets and the Liabilities, 
since each of them contains the statistics of its own values. 


Economical.—The accounts often called Nominal since they mark the 
progress, and show especially the economy of the business. 
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it gives a help in the study of economy as connected with these 
businesses, in its “ profit and loss” or other equivalent account, 
while it provides safety to its capital by providing economic funds 
to meet wear and tear, to meet losses on sundry debtor accounts, 
etc., in its reserve funds. In undertakings the ruling idea is econ- 
omy, economy, ECONOMY. 

In the revenue and expenditure businesses, the object is not the 
same. These businesses are not speculative in their character; 
their funds should be invested rather for safety than for large re- 
turns. Special funds bequeathed or devised to them should be 
kept intact ; every part of such businesses should have in view the 
greatest results in the line which the business has for its object. 
But trustees come under the law regulating trustees, that is, they 
must not speculate with the funds of their institution, or if they 
do, all profits made belong to the institution, but all losses made 
fall on themselves, and this without balancing the losses against 
the profits. 

PROBABLE ORIGIN OF SIMPLE ENTRY. 

There are several motives which induce a business administra- 
tor to keep regular registrations of administrative facts. Gener- 
ally a wise administrator would keep such a registration as re- 
sponds to the needs he feels of knowing facts relative to the 
ownership of the business which is administered, although in an 
absolute sense other registrations may be as important to be kept. 
We believe that the first in importance of these facts presented to 
the administrator, are the facts which relate to the variations in 
the net ownership of the business, or those which refer to the pur- 
pose itself which the administrator calls for. Next in importance 
we place those relating to the variations in the values active and 
passive, constituting the net ownership, such as those which have 
reference to the means which the administrator uses to effect its 
purpose. Lastly we require the given facts relative to special 
classifications of the values themselves, or of the variations tend- 
ing to give an analysis more complete of the workings of the 
administration; that is, the fruits of the administrator’s labors. 
But the importance of the administrative facts which the registra- 
tion should furnish, does not count for so much as the urgency 
of the facts which the needs of the business call for. Considered 
under this aspect it cannot be doubted that the first need to be felt 
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in an administration is that of knowing the situation with respect 
to correspondents. In operations done on time the need is imme- 
diately felt of having always the debits and credits, which are 
their results, in order to meet the obligations of the first of these 
and to collect the second. He who should not take a record of 
them, would be likely to fail to meet his obligations, and on the 
other hand, would not know from whom and when to receive the 
restitution of cash loaned, and the value of things sold on time, 
and such grave inconveniences would soon teach him the necessity 
of keeping accounts of his credits and debits, or of that which is 
the same, of the debits and the credits which the correspondents 
have towards him. Also the need is felt of keeping the variations 
which occur in the material consistencies, especially in cash, and 
other movable capitals. Finally, although it may be the most impor- 
tant, the need comes last, of keeping also note of that which has 
reference directly to the proprietor, viz., to know the outcome or 
issues of the business. Now as the first of these needs arises ur- 
gently in any business, it would then be of great importance, it 
can be believed, that from the time when men commenced to have 
many and in divers places relations of interest between themselves, 
they should do their best to supply a mode of recording rather 
than depend on the-small security of trusting the knowledge of 
their credits and debits to their memories only. 

Often, later, the thought must have occurred to them of keep- 
ing note of these things material, and of their variations, in order 
to verify them; and still later, it can be believed that they saw the 
necessity of keeping these records of materials in connection with 
putting them in custody of persons, whom they made responsible 
for them. This fact may be verified in extensive businesses, but 
the extensive businesses obtain only when commerce, agricultural 
and industrial, is much developed. Lastly, the development of 
the spirit of speculation, and the progress and the extension of the 
science of administration, must have suggested the opening also 
of accounts to the proprietor, which would keep in evidence the 
economical variations. 

If we can convince ourselves that there ought to have been in 
use in ancient times, a registration, we can believe that in those 
times the system adopted would be without fixed and fore-estab- 
lished rules, which would not tend only to keep the accounts of 
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the debit and credit of correspondents, but the material consisten- 
cies would be accounted for, at first, by kinds and quantities, and 
afterwards by values, and we can further suppose that in the 
progress of time, the modes of recording would be improved. 

And we may also be convinced that the inventions of the sys- 
tem by simple entry should not be attributed to certain persons. 
but rather, it ought on the other hand to be regarded as the fruit 
of the efforts by the practitioners, at first to render the registra- 
tion of the debits and credits well ordered towards the correspond- 
ents, and then to supply registrations to the new and many needs, 
which began to be felt. 

Lastly, while the extent of the registration under different cir- 
cumstances must have varied, yet the forms of registration were 
only schedules, which were so simple that any intelligent person 
could understand any of the forms. Hence, although prior to 
the time of the introduction of “ double entry,” the keeping of 
accounts was simply called account-keeping, after that time it was 
requisite to distinguish the two, and this was done by calling the 
earlier simple entry, and the later double entry. But the word 
“ double” suggests the word “single,” hence some would call 
simple entry “single” entry, without any argument to support 


the name. Now all authors agree that there must be in simple 
entry records for both correspondents and for cash. In the case 
of a debtor correspondent paying his bill, both the correspondent 
account and the cash account must receive a registration ; that is, 
the registration is double, and in this instance, single entry is 
double entry. 

WHAT CONSTITUTES SIMPLE ENTRY? 


Some authors who have a predilection for the personalistic 
theory of registration of accounts, tell us that there are four kinds 
of simple entry, viz., that 

First, of the proprietor. 

Second, of the administrator in his relation to the proprietor. 

Third, of the administrator in his relation to third persons. 

Fourth, of the third persons, viz., of the custodians and cor- 
respondents. 

First, of the proprietor. When we speak of the proprietor’s 
assets and his liabilities, we speak from the proprietor point of 
view—a cash-book with the receipts on the credit side, and pay- 
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ments on the debit side; with all assets considered as credits and 
all liabilities as debits, the view being that the proprietor should 
take credit for all his belongings, and be debited for his obliga- 
tions. 

Second, of the administrator in his relation to the proprietor. 
In this case, all the accounts are kept as the administrator’s 
accounts in relation to the proprietor. The administrator consid- 
ers himself as trustee in his relation to the proprietor. He debits 
himself for all the assets of the proprietor coming into his hands ; 
that is, he holds himself accountable for them, and this may be 
done either for the total assets, for groups of assets, or for indi- 
vidual assets. He takes credit for all the liabilities he pays, thus 
diminishing his responsibility to the proprietor; and lastly he 
debits himself for all increases and credits himself for all decreases 
of the capital of the proprietor. As a consequence his accounts 
always show his net responsibility to the proprietor. 

Third, of the administrator in his relation to third persons. 
The third persons are custodians of material consistencies, and 
debtor and creditor correspondents. Here the administrator as 
the representative takes credit for all the assets and debits himself 
for the liabilities. 

Fourth, of the custodians and correspondents. Here the ac- 
counts of the custodians and debtor correspondents are debited, 
and those of the creditor correspondents are credited. When the 
custodians part with the goods in their possession, the accounts 
are freed from responsibility to that extent;—and when the 
debtor correspondent liquidates in part or entirely his obligations, 
he is freed from his obligations to that extent. When the creditor 
correspondent is paid in whole or in part, his claim is extin- 
guished to that extent. 

In double entry bookkeeping we find in various statements, 
some of the ideas embraced in these four kinds, e. g. the English 
balance sheet represents the ideas of No. 1;—the American and 
Continent of Europe balance sheets represent those of No. 4. 

According to other authors, simple entry is that which gives 
only the statistical situation of the ownership, and not the eco- 
nomical, or which puts in evidence the statistical effects pro- 
duced by administrative facts. Simple entry should hence be 
only the last among the four indicated above, i. e. that which 
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develops the accounts of the custodians and the correspondents, 
or in other terms which gives only the credits and the debits of 
the correspondents, and the entrance and exits of the material 
values. 

Other authors limit largely the field of simple entry, and de- 
fine it as that mode of entry which has for its purpose the keep- 
ing in evidence the situation of the business with respect to per- 
sons, with whom business is transacted, the fulfillment of which 
is in the future, i. e. it will be liquidated in the future by means 
of cash. Finally other writers enlarge the field, and give a nega- 
tive definition of simple entry. For them simple entry is that 
which is not entirely double entry, i. e. that which does not give 
wholly the two situations, the statistical and the economical. 

This last idea of simple entry is that adopted by the better 
class of writers. An analysis of it causes us to understand how 
innumerable modes of entry quite dissimilar among themselves, 
either by their contents, or by the results which they furnish, and 
not having other points in common beyond, are each of them short 
in some account, so as not to be able to form double entry. 

According to this idea, simple entry might either keep account 
of a very few of the effects produced by administrative facts, or 
one which might comprehend the greater part of them, or a mode 
of entry which might furnish a single statistical situation, or one 
which might furnish completely the statistical situation, and a 
part of the economical, or also a part only of this, and a part of 
that. 

Massa says, simple entry is that which does not give directly 
and comp!-tely both the situations of the business ; and among the 
divers modes of entry which are comprised in this large defini- 
tion, he calls simple entry complete, that which takes note either 
of all the statistical effects, or of all the economical produced by 
administrative facts. He calls that which practice has adopted in 
preference “common simple entry.” 


COMMON SIMPLE ENTRY. 

Common simple entry, as is used yet in many businesses, has 
this characteristic, that it does not keep note of the economical 
effects produced by the administrative facts. So far as to the 
statistical effects, it keeps of them a record by means of opening 
accounts to correspondents, and to material values, only neglect- 
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ing among these latter, those values which by their nature are 
only very rarely liable to undergo variations. The accounts 
opened are placed together in various books according to the 
nature of the values to which they refer; and every book stands 
absolutely by itself, without depending in the least on the others. 
Simple entry consists, therefore, of a series of books not having 
a bond between them, and each of them has a purpose by itself, 
which it seeks to satisfy in the best way possible. 

This characteristic fact of simple entry of wanting every 
bond of comparison, leaves to him who uses it a great liberty 
in the selection of the books to be kept, of adopting with great 
facility the registration of every need of the business and of 
every administrative idea; but it stops there, and this is its 
great defect, that every mode of controlling the exactness of 
the administrative facts and of having a perfect reckoning (a 
balance sheet and a profit and loss account), which is the final 
and supreme purpose of all registrations, is wanting. A species 
of control, however, is sometimes employed, as we shall see here- 
after, by means of a controlling account. 

From what has been explained, it is seen that one cannot give 
precisely the number and nature of the books of which simple 
entry consists ; all that is left to the initiative of the person who 
does the registration, and he in these values ought to take cog- 
nizance of the nature of his business and of the exigencies of 
the administration. In general, then, the books with a chrono- 
logical order are two; the book of original entry (the waste- 
book) and the journal; and with the order systematic, there is 
a book for the correspondents, and one for every other kind of 
value 

To illustrate Simple Entry, we will consider the accounting 
before the courts of the following: 

I. Executors or administrators and testamentary trustees. 
Ii. Voluntary assignments under an assignee. 

III. Receiver in bankruptcy. 

IV. A business in the hands of a receiver. 

These may vary somewhat in the different states, but essen- 
tially they will be regulated by the same principles. 

I. EXECUTORS OR ADMINISTRATORS AND TESTAMENTARY TRUSTEES. 

We will consider these three persons under the generic name 
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of trustee. Generally the law regards the trustee as the legal 
owner of the property committed to his charge, subject to 
carrying out the purpose of his trust, while the beneficiaries are 
the equitable owners, who can apply to the court to compel the 
trustee to carry out his trust. 

At common law a trustee being the absolute legal owner of 
the property, could exercise all the powers which an absolute 
owner might, but in a court of equity the rights of the bene- 
ficiary are paramount, and consequently a trustee will be restrain- 
ed from exercising any power inconsistent with the beneficiary’s 
rights; hence a trustee may be said to have only those powers 
which he will not be restrained from using. 

The trustee acts in a dual capacity, viz.: 

1. Asan Owner, or the business man for the beneficiaries. 
2. As a Custodian for the beneficiaries. 

The trustee takes an absolute estate in personal property ; but 
in real estate he will take a large enough estate to administer the 
trust and no larger. 

Hence the law states what shall constitute the personal prop- 
erty or assets, and with these assets, and the fruits of these as- 
sets, such as interest and dividends, also the fruits of real estate, 
i. e., rents, and the incidents appertaining to real estate, such as 
repairs, the trustee is chiefly concerned. And as these things 
with which he is concerned very often go to different beneficiaries, 
the personal property to one class and the income to another, in 
his accounting they should be kept apart. 

The beginning in all accounting is taking an Inventory. Here 
all the assets must be recognized, and values put upon them by 
appraisers, but no notice in the Inventory is taken of the credi- 
tors of the Estate, as the law provides the discovery of them by 
legal publication. The inventory may be considered as Schedule 
No. 1. Of course it may be amended by the discovery of other 
assets. 

The account in the court may be explained in the following 
way. I (as owner) debit myself (as custodian) with the in- 
ventory, and its amendments, also with all increase of the assets, 
from putting them into a state for liquidation, or from any other 
cause, and further with the income received by me for distribu- 
tion, and this gives the whole of the property coming into my 
hands. 
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I have now to show what becomes of this property, and this 
is explained in the following way: I (as owner) credit myself 
(as custodian) with all losses, expenses, payments, etc. The debit 
means held responsible, and by credit means freed from responsi- 
bility, the credits being taken from the debits, gives the residue 
held for distribution. 

The Code of Civil Procedure of the State of New York, lays 
down the following principles to be followed in the judicial set- 
tlement of an account of an executor or an administrator: 

1. That the items allowed to the accounting party for moneys 
paid to creditors, legatees and next of kin, for necessary ex- 
penses and for his services are correct. 

2. That the accounting party should be charged with all the 
interest for money received by him, and embraced in the account 
for which he was legally accountable. 

In this he is ordered as custodian to be charged or debited 
for all the interest for money received by him. 

3. That the money charged to the accounting party, as col- 
lected, is all that was collectible, at the time of the settlement on 
the debits stated in the account, i.e., he as custodian is to be 
charged or debited with all debts collected. 

4. That the allowance made to the accounting party for de- 
crease, and the charges made against him for increase in the 
value of the property, were correctly made. 

These principles in actual practice, are stated in the account 
of the executor as follows: 

I charge myself: 
With amount of inventory 
With amount of increase as per schedule A... 


The question now is what has the executor done with the 
total assets with which he is charged? 

The answer is, there has been a loss on sales, some debts 
have not been collected, some article of the inventory has not 
been sold, and other articles have been lost. Of these the losses 
on sales and the articles lost are irretrievable and if these losses 
are through no fault of the executor, they are allowed to go as 
a diminution of the total charges. The debts given are non-col- 
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lectible, and the goods unsold, can be turned over to those en- 
titled to receive them, and thus further diminishing the total 
charges against him. 

Money paid out by him, if correctly paid by him, is the next 
portion of the responsibility from which he is freed. 

The above are stated as follows: 
I credit myself: 

With amount of losses on sales as per Sched- 


With debts not collected as per Schedule B.... 

With articles mentioned in said inventory un- 
sold as per Schedule B 

With articles mentioned in said inventory lost, 
as per Schedule B 

With funeral expenses and other expenses, as 
per Schedule C 

With money paid to creditors as per Schedule D 

With money paid to legatees, widow or next of 
kin, as per Schedule E 

Total credits 
The difference between total charges and total credits 


equals the total unaccounted for, and for which the 
executor is still accountable. 

Add to this last, articles unsold (as they may have a 
value) and debts not collected (as they may have 
value). 


Total to be distributed 

This distribution is made under the order of the surrogate, 
as to the amounts, and to whom they shall go. In this accounting 
we have no trace of double entry, all is per simple entry. There 
is provision in the schedule for all those facts, which must enter 
into the account, so that the surrogate, in looking over the account 
in connection with the schedules, shall be in a position to examine 
the correctness of the schedules, and have such information as to 
give the final order for the final distribution. 


II. VOLUNTARY ASSIGNMENTS UNDER AN ASSIGNEE, 


For the nature of the accounting of an assignee, I cannot do 
better than produce the form of accounting for New York State, 
from Burrill on Assignments, calling attention to the similarity 
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between it and the accounting of executors, the variations being 
obvious from the nature of each in certain points varying. 

In executors’ accounting, income forms an important part, 
for the reason that the personal property often goes to one class 
of persons and income to another. In assignee accounting the 
income as such is not recognized, for the residue after payment 
of expenses goes to creditors. In executors’ accounting, the 
appraised value of personal property forms the inventory, no 
notice being taken in inventory of the creditors. The assignee’s 
inventory contains the nominal assets, i. e., the assets as they are 
found in the books of the assignor; the actual assets that is the 
appraised value, as a break up concern, is arranged along side of 
nominal value. Accompanying the assignee’s inventory is a list 
of the creditors, with the amount owing to each. 

Schedule A contains a statement of property contained in 
inventory, sold with the prices and manner of sale; it also 
contains a statement of all the debts due said estate, and 
mentioned in said inventory, which have been collected, 
and also of all interest for moneys received by assignee 
for which he is legally responsible. 

Schedule B contains a statement of all property belonging 
to said estate which have come into assignee’s hands, not 
included in inventory. 

Schedule C contains a statement mentioned in inventory, not 
collected or collectible—also a statement of any property 
mentioned in said inventory, unsold. 

Schedule D contains a statement of all moneys paid by as- 
signee for all necessary expenses for estates, together 
with the reasons and object of such expenditure. 

Schedule E contains a statement of all claims of creditors 
presented to assignee, together with the names of the 
claimants, the general nature of the claim, with the 
amount and date thereof, and a statement of all moneys 
paid by assignee on account of such claims, with the 
names and the time of such payment. 

Schedule F contains a statement of all other facts affecting 
the assignee’s administration of insolvent’s estate, the as- 
signee’s rights and those of others interested therein. 

Here follows the account: 
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I charge myself: 
Amount as per inventory 
Increase as shown by Schedule A 
Property not included in inventory as per 
Schedule B 
Total charges 
I credit myself: 
Amount of debts not collected, Schedule C.... $ 
Amount of Schedule D 
Amount of Schedule E 
Leaving a balance of 
To be distributed according to the provisions of said as- 
signment, subject to the deductions of the amount of 
commissions and the expenses of the accounting. 


III. RECEIVER IN BANKRUPTCY. 
Here again the accounting is by means of schedules and a 
resultant account. 
The first five schedules relate to liabilities of the bankrupt, 
both actual and contingent, secured and unsecured. 
Schedule A (1) contains preferred claims, and is subdivided 
into: 
1. Taxes and debts due U. S. 
2. Taxes due states, counties, districts and municipalities. 
3. Wages. 
4. Other debts preferred by law. 
Schedule A (2) contains secured claims. 
Schedule A (3) contains unsecured claims. 
Schedule A (4) contains notes and bills which ought to be paid 
by other parties thereto. 


Schedule A (5) Accommodation paper. 
Schedule B contains the property of the bankrupt. 
Schedule B (1) Real estate. 
Schedule B (2) Personal property and is subdivided into: 
(a) Cash on hand. 
(b) Bills of exchange, promissory notes or securities 
of any description. 
(c) Stock in trade. 
(d) Household goods and furniture, household stores, 
wearing apparel and ornaments of the person. 
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Books, prints and pictures, etc. 

Horses, cows, sheep and other animals. 

Carriages and other vehicles. 

Farming stock and implements of husbandry. 

Shipping and shares in vessels. 

Machinery, fixtures, apparatus and tools used in 
business. 

Patents, copyrights and trade marks. 

Goods or personal property of any other descrip- 
tion. 

(3) Chose in action—and subdivided into: 

Debts due bankrupt on open account. 

Stocks in incorporated companies, interest in joint 
stock companies and in negotiable bonds. 

Policies of insurance. 

Unliquidated claims of every nature. 

Deposits of money in banking institutions and else- 
where. 


Schedule B (4) Property in reversion, remainder or expectancy, 


etc., with the supposed values of bankrupt’s 
interest. 

Interest on land—personal property—property in 
money, stock shares, bonds, annuities, etc., the 
supposed values of which are summarized. 

The following in same schedule: 

1. Property hereto conveyed for the benefit 
of creditors. 

2. What sum has been paid to counsel, and 
to whom for services rendered. 


Schedule B (5) Statement of properties claimed as exempted. 
Schedule B (6) List of books, papers, deeds, and writings re- 

lating to bankrupt’s business and estate. 

These six schedules marked B give full information as to 
the property in which the bankrupt has or may have an interest. 

The receiver or trustee being an officer of the court, must 
act under the direction of the court, and in order to realize on 
the property does so under the instruction of the Court. After 
the realization comes the liquidation, and his account takes the 


form: 
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Estate of in Bankruptcy in account 
with , Trustee. 
This account is debited with all the disbursements and credit- 
ed with all the realizations. 


IV. A BUSINESS IN THE HANDS OF A RECEIVER. 


He should always, at the commencement, make and file an 
inventory of all the property coming into his possession at its 
appraised value and at any other time another inventory of 
property coming into his hands afterwards. He should file an 
annual report, especially if the estate is large, and the adminis- 
tration continues many years—when his administration is ended 
he must make his final accounting, before he can obtain his 
discharge. 

“The proper practice,” says Beach on the final accounting, 
“is for the Court, after it has reached a conclusion to order the 
receiver to account, on notice to all parties interested, and upon 
such accounting, all questions can be settled, and the findings of 
fact and conclusions of law relating to such matter can be em- 
bodied in the decision of the Court upon the merits of the action. 
The final decree should settle, what compensation the receiver 
is to have, what expenditures he can be reimbursed for, how he 
shall be paid, whether out of the funds in his hands, or by one 
of the parties to the action.” 

“A receiver should present his accounts in such condition 
as to inform the parties interested so that they may judge of 
their correctness. For all his charges against the trust fund, 
the receiver should show satisfactory vouchers and proofs. He 
must take proper receipts from the persons to whom he makes 
payments. The receiver is held to great strictness in respect to 
his accounts; and a reason for such failure should be given. 
The vouchers should be filed with the account; and for such 
items as there are no vouchers, the receiver should file a verified 
statement showing to whom, for what and when such was paid, 
and the verifications should be positive; not merely upon belief.” 

These aforesaid statements do not show the slightest refer- 
ence to double entry bookkeeping, nevertheless these accounts 
may be kept advantageously by double entry. 
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EDITORIAL. 
Professional Examinations in Accountancy. 


It has long been a reproach to the accountancy profession in 
the United States that the examinations proposed for admission 
into the profession were exceedingly elementary and in no way 
comparable with the examinations for admission into the other 
learned professions. The examinations everywhere consist of 
questions in four subjects: Theory of accounts, practical account- 
ing, auditing and commercial law. The questions in commercial 
law can readily be answered after a few days “ cramming ” from 
some elementary text books, such as White or Gano. The audit- 
ing questions require a mastery of Dicksee’s Auditing and little 
more. The theory of accounts examination usually asks of the 
candidate a number of elementary definitions, such for example, 
“ What is a consignment account?” “ Define and differentiate 
real and nominal accounts or controlling and specific accounts,” 
or such a question as this is asked—*“ State briefly the proper man- 
ner of conducting the following kinds of accounts: Bills Re- 
ceivable, Bills Payable, Shipment Account.” 
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These are questions in bookkeeping, and their answer demands 
no very high order of intellectual attainment. The questions in 
practical accounting are of a different nature. These are almost 
without exception problems of simple arithmetic which the stu- 
dent is required to express in “ technical form.” The problems 
themselves ordinarily present not the slightest difficulty, provided 
the meaning of the examiners can be clearly determined. Their 
expression is generally a matter of taste. A variety of methods 
are available of which the examinee selects one which may or may 
not suit the examiner. 

As a result of this condition, a singular situation is presented. 
With few exceptions, candidates for the C. P. A. degree pass the 
examinations in commercial law, auditing and theory of accounts 
generally with high marks. Very few, however, pass the examina- 
tion in practical accounting. The reason for this condition is not 
far to seek. It is because the first three subjects are generally too 
elementary to be set as a condition of examination into a profes- 
sion, and because the examination in practical accounting demands 
of the candidate the working out of puzzles rather than the solu- 
tion of problems. Even interpreted in the most kindly spirit the 
practical accounting examination is an examination for account- 
ants’ assistants and not for accountants. We do not wish to be 
misunderstood as universally condemning all the examination 
questions set by the state boards of accounting examiners. As 
a general proposition, however, we believe that our characteriza- 
tion is correct. 

A pleasing contrast to the rule appears in the questions set by 
the Pennsylvania Board of Examiners of Public Accountants in 
the examination of May 21, 1906. These questions are published 
elsewhere in this issue of the Journal, and will be read, we are 
sure, with great interest by all accountants and especially by all 
accounting examiners. The Pennsylvania Board is to be con- 
gratulated in having set a professional examination, the passing 
of which requires something more than “cramming” in three 
subjects and guessing in a fourth. The examination in commer- 
cial law, for example, requires a pretty complete knowledge of the 
commercial law of Pennsylvania. The questions in auditing and 
theory of accounts are also more comprehensive than any which 
have come to our notice ; to be specific, it is not usual, we believe, 
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to require of all applicants for the C. P. A. degree a knowledge of 
the co-insurance clause, nor a familiarity with the various meth- 
ods of corporation consolidation ; neither are applicants generally 
required to be familiar with details of the stock brokerage busi- 
ness, or the methods of bank examination. It is, however, on the 
practical accounting that we note the most pleasing contrast. 
The first question and, to our minds, the most important 
is a problem in installing a system of accounting for 
a printing and publishing company. The conditions which 
the candidate meets with are fully presented and the problem is 
such a one as every accountant is likely to encounter in his prac- 
tice. We also find a problem in estate accounting, involving a 
thorough acquaintance with the accounts of the Orphans’ Court. 
Taken as a whole, these questions represent a noteworthy depar- 
ture from established methods and we particularly commend them 
to the consideration of accounting examiners in other states. 
They do not go far enough—the number of elementary questions 
is entirely too great, and the number of cases and problems in law 
and accounting is entirely too small. The Pennsylvania Board 
has, however, taken a long step in the right direction, and we hope 
that their example will be followed by accounting examiners 
all over the country. If accountancy is a learned profession, and 
of this all accountants are firmly convinced, let the entrance to 
the profession be guarded by an examination which demands of 
the candidate a thorough training not only in bookkeeping but in 
all branches of commercial law and in various allied subjects, 
with which the accountant has constantly to deal. 


New Rules For Accounting Examinations in Pennsylvania. 


No broader powers of professional administration could be 
asked for than those which are conferred upon the Pennsyl- 
vania State Board of Accounting Examiners by the Law of 
March 29, 1899. The Board is authorized by the Act to con- 
duct examinations “under such rules and regulations as may be 
adopted by the Board” and it is further stated that “the ex- 
amination for certificate shall be based upon an examination in 
Commercial Law and General Accounting.” This section of 
the law in other words gives the board absolute power to pre- 
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scribe the qualifications of candidates for the C. P. A. degree, 
and enables them also to make the examinations thoroughly pro- 
fessional. ‘Commercial Law” and “General Accounting” are 
comprehensive terms. Neither of them has ever been exactly 
defined. Under these wide spreading titles the State Board may 
examine the candidate in any subject, a knowledge of which 
they deem necessary to the proper equipment of an accountant. 

We note with appreciative interest that the Board has at last 
taken steps to exercise these powers for the improvement of the 
profession. The new rules for examinations, which have just 
been adopted by the Pennsylvania State Board of Examiners of 
Public Accounts are as follows: 

1. All applications for examination for certified public ac- 
countant certificates must be made on blanks provided by the 
Board and no application will be considered unless accompanied 
by the fee of $25, required by law. 

2. All applications must be filed with the Board at least 
thirty days before the date fixed for any examination. 

3. Applicants must have a recognized high school education 
or the equivalent theréof. Applicants not possessing proper 
educational credentials must satisfy the Board as to their quali- 
fications in regard to preliminary education. 

4. Applicants must have at least two years’ experience in the 
office of a Certified Public Accountant, or an experience equiva- 
lent thereto satisfactory to the Board. 

5. An average grade in each subject of at least 70 points 
out of a possible 100 points will be necessary to pass any exam- 
ination. 

6. In the event of an applicant failing to pass an examina- 
tion no application for a re-examination will be entertained for 
a period of one year. The same fee will be charged for a re- 
examination as for the first examination. 

Sections 3 and 4 are of special interest. By requiring a high 
school education of all applicants for the examination, Pennsyl- 
vania takes her stand by the side of New York in demanding 
proper elementary instruction as a condition to entrance into the 
profession of accountancy. At the same time the requirement is 
not rigid, and the Board is authorized to make exceptions. For 
some time to come, the profession must be recruited, to a con- 
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siderable extent, from the ranks of bookkeepers and office men, 
and it would not only be unprofitable but unnecessary to require 
that men of mature years should supply, by the process of 
“cramming,” the defects in their early education. In time, how- 
ever, we hope that the requirement of preliminary instruction 
will be absolute so that none but high school graduates can 
qualify as accountants. 

Section 4 requires that the applicant must have at least two 
years’ experience in the office of a C. P. A., or the equivalent of 
a business experience. While in hearty sympathy with this 
requirement, the JouRNAL feels that the end desired, in the case 
of the majority of future applicants for admission to the pro- 
fession, could be reached perhaps more completely by two ex- 
aminations—a preliminary examination immediately following 
the college preparation for the profession and a supplementary 
examination after two years’ experience in the office of a public 
accountant. Even without this modification, however, the re- 
quirement is excellent and will serve to elevate the standard of 
the profession. No one should attempt to independently practice 
accountancy until he has passed through the discipline of ser- 
vice in an accountant’s office. No amount of study or instruc- 
tion can supply the lack of practical experience. 

The Pennsylvania State Board of Examiners has set a high 
standard of professional preparation. They have recognized that 
not only for self-protection, but for professional advancement, 
the accountants must raise the standard of admission into their 
calling. Their example and that of New York before them 
will, we hope, be followed by the other states which have legal- 
ly recognized the accounting profession. 








Book Department. 


OCEAN AND INLAND WATER TRANSPORTATION. By 
Emory R. Johnson, Ph. D., Professor of Transportation 
and Commerce in the University of Pennsylvanfa. Pp. 
385. New York: D. Appleton & Co. 1906. 


This is the second volume in the field of transportation and 
commerce which Professor Johnson has prepared, and it is no 
disparagement of his excellent work on American Railway Trans- 
portation to say that Ocean and Inland Water Transportation is 
much superior to his previous book in the scope of treatment and 
thoroughness of execution. The present work is divided into two 
books, and book one into five parts—The Ocean Transportation 
System; The Ocean Transportation Service ; The Ocean Carriers 
and the Public; Government Aid and Regulation of Ocean Com- 
merce and Transportation; Canal, River, and Lake Transporta- 
tion. This outline is generally similar to that which was adopted 
in American Railway Transportation, but, as before remarked, 
the results achieved by the author are so satisfactory as to be in 
every way superior to his previous work. 

Following an introduction Professor Johnson takes up what 
may be termed the technique of the Ocean Transportation Sys- 
tem. He discusses under this head the measurement of vessels 
and traffic; the development of the sailing vessel, the steamship, 
and the ways and terminals of ocean transportation, including the 
factors determining the routes of ocean commerce and the classi- 
fication, improvement and administration of harbors. The Ocean 
Transportation Service is divided into freight, passenger, mail 
and express. Of this discussion Chapter 5 on the ocean freight 
service is of particular value. The documents which are used in 
the service are reproduced in full and some attention is paid to 
the method of handling the freight. The treatment of the other 
services performed by the ship follows the same general heading. 
Indeed, Professor Johnson is to be congratulated on the service 
which he has rendered in bringing together all the particular 
documents which are employed in this business. 

Part III. on The Ocean Carriers and the Public, will 
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be read with great interest. Following a discussion of 
organization of the ocean commerce is a most illuminating 
explanation of the reasons why monopoly on the sea is 
practically impossible, which leads naturally to the conclusion 
that the tendencies working toward the perpetuating of competi- 
tion in business of ocean transportation are much more funda- 
mental than those which are operative in the railway business. 
Professor Johnson thinks, however, that in ocean commerce there 
are numerous rate and traffic agreements, but these have been 
more successful in Europe than in the United States. One com- — 
bination has been achieved in ocean commerce which has mainly 
been in connection with railway lines. This is discussed in Chap- 
ter 12 which enumerates and describes the principal combinations 
of this character. 

Chapter 13 on Ocean Fares and Rates goes with great detail 
into the various forms of rates and the influences which determine 
them. This part of the volume closes with an admirable summary 
of leading points in marine insurance, supported, as are all the 
other leading portions of the discussion, with original documents. 

Part 4 can be discussed with only passing mention. Beginning 
with a description of the various agencies of the National, State, 
and Municipal Governments which influence ocean transporta- 
tion, the author proceeds to discuss the mercantile marine policy 
of the United States, following this with a discussion of the 
American shipbuilding industry and the causes of the decline of 
the American marine. He compares the policy of the United 
States with the policy of the principal European countries and 
Japan, and arrives at the conclusion that this country should adopt 
the policy of special subventions to particular lines. His view of 
the future outlook of American maritime interests is decidedly 
optimistic. 

Book II. deals with the subject of Canal, River and Lake 
Transportation. This is largely based upon the author’s own ex- 
cellent work on Inland Water Transportation in the United 
States, published by the American Academy of Political and 
Social Science a few years ago. The material has, however, been 
brought down to date and furnishes an excellent view of this 
important subject. 

Ocean and Inland Water Transportation is admirably suited 
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for the general reader, the business man whose interests 
touch the foreign trade, and for use in schools and colleges. It 
will be found particularly valuable for text book purposes. 
Abundant references for further reading are presented and the 
systematic arrangement of the book will facilitate its use in the 
class room. Professor Johnson makes no claim to complete 
originality in the preparation of this volume. He has drawn ex- 
tensively upon the writings of contemporary workers in 
this field, notably upon the monograph of his colleague, 
Dr. J. Russell Smith, of the University of Pennsylvania, 
on “The Organization of Ocean Commerce,” and, as al- 
ready mentioned, upon his own book on Inland Water Navi- 
gation. It is, however, unusual to find such frank and generous 
recognition of indirect assistance given in this manner. That Pro- 
fessor Johnson freely acknowledges the sources from which much 
of his material has been derived does not in the least detract from 
the value of the book, since most of this work has been done under 
his personal supervision in the Carnegie Institute, and he is there- 
fore able to vouch for its accuracy. That such recognition has 
been given, however, must be hailed as an example of academic 
honesty rare among the intellectuals. 


STUDIES IN AMERICAN TRADE UNIONISM. Edited 
by Jacob H. Hollander, Ph.D., Professor of Political Econ- 
omy in the Johns Hopkins University, and George E. Bar- 
nett, Ph.D., Associate in Political Economy in the Johns 
Hopkins University. Pp. 380. New York: Henry Holt & 
Company, 1906. 

This volume represents the work of the graduate seminary 
in economics in the Johns Hopkins University during the winter 
of 1902. Professors Hollander and Barnett are more than the 
editors, since it includes the work of their graduate students and 
the various chapters were prepared under their direction. The 
subject of Trade Unionism is developed in this volume in an 
orderly manner. 

The volume begins with the Constitution, Government and 
Administration of the Typographical Union and Cigar Makers’ 
Union, and the various organizations in the building trades. 
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The Finances of the Iron Moulders’ Union is studied because 
of the unusual financial administration of this organization, and 
the subject of The Minimum Wage is considered in reference to 
the Machinists’ Union, where the greatest difficulty has been ex- 
perienced in combating the tendency of invention to depress the 
hourly earnings of the members. The important subject of nego- 
tiations and agreements between employer and employee is dis- 
cussed in three papers: 

(1) On Collective Bargaining in the Typographical Union. 

(2) Employers’ Associations in the United States. 

(3) Trade Union Agreements in the Iron Moulders’ Union. 
The subject of apprenticeship is considered with reference 
to the building trades, and the beneficiary features of trade 
unions are examined with reference to the Railway Union. The 
volume closes with a study of The Knights of Labor and the 
American Federation of Labor. 

The most interesting study in the book is perhaps the Fi- 
nances of the Iron Moulders’ Union, by A. M. Sakolski. This 
study presents in considerable detail the method of collecting 
the large resources which the Iron Moulders’ Union have al- 
ways had at their disposal, and shows the plan of administra- 
tion which has been adopted. Of special interest to the account- 
ant is the close supervision of the finances of the union. The 
organization has now developed a highly efficient system of 
financial control. There are three officials charged with the 
duty of administering the finances—the secretary, treasurer and 
financier, the latter officer being charged with the duty of keep- 
ing a record of the standing of individual members, the amount 
of taxes paid by each local union, and the condition of the sick 
benefit fund. The secretary acts as a check upon the treasurer, 
all remittances to the treasurer being also reported to the secre- 
tary. The treasurer receives from the local financial secretaries 
and correspondents regular monthly reports, giving the names 
of all members paying dues, the amount of sick benefits paid to 
each and the condition of the local sick benefit fund. A card 
system is employed for the keeping of the membership record, 
and the financial record of a member during a period of 25 years 
can be written upon a single card. 

The close supervision of the finances of the local unions has 
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served as a check upon abuse in the local administration of the 
beneficiary features. For example, an examination of the 
monthly sick benefit records disclosed abnormally heavy sick 
benefits in certain localities known to be healthful. In such cases 
a reputable physician has been employed to certify the claims 
for sick benefits, with the result of a speedy reduction in the 
sick rate. Another abuse which has recently been detected, was 
the reinstatement of members suffering from incurable diseases 
after they had received the full benefits. In order to safeguard 
the funds of the association, seven trustees are appointed, who 
are jointly made the guardians of all balances accumulating in 
the hands of the treasurer. These trustees have joint responsi- 
bility and are unable to act individually. Each trustee is bonded 
to the president of the Union in the amount of $4,000. The 
treasurer furnishes surety to the amount of $25,000 to the ex- 
ecutive board of the Union, and is not permitted to have under 
his control more than $15,000 at any one time. The General 
Secretary is bonded for $5,000 and is not permitted to hold more 
than $750. 

In addition to more efficient means of protecting the Union’s 
funds, there has been a marked improvement in auditing official 
accounts. The secretary and treasurer are required to issue simul- 
taneously, quarterly reports containing itemized statements of 
the accounts of the local branches with the National Union, with 
much further detailed information as to the financial condition 
of the National Organization. The Board of Trustees are also 
empowered to receive from all officials handling Union funds 
detailed statements of the financial transactions of their respec- 
tive offices. 

An efficient device for minimizing loss in collections has 
been developed in the so-called “Stamp Receipt System.” Ac- 
cording to this plan each local in return for the per capita tax 
remitted to the Union, receives from the secretary an equal 
amount of “stamp receipts.” These are affixed to the members’ 
books upon payment of dues, and no member is considered in 
good standing unless he can show for the period covered the 
requisite number of stamps properly dated and canceled. 

The National Union has also a corresponding representative 
in each local to whom all the money due the central office must 
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be first turned over. All remittances from the National treas- 
urer are also made to him. This prevents any friction with the 
local unions. Uniform methods of bookkeeping in the local 
branches have also been introduced. Books are prepared by the 
central office for the use of the local officials, and every local 
official whose duties involve bookkeeping receives instructions 
as to the methods of accounting to be employed. In this way 
uniformity in accounting is obtained. 

The foregoing brief outline of one of these important studies 
is typical of the valuable material which is presented through- 
out the book. The editors have done for American Trade Union- 
ism what Sidney and Beatrice Webb have done for the labor 
organizations in Great Britain. They have represented the Trade 
Union as it is—a permanent, well organized body of intelligent 
men who have accomplished worthy and definite ends in an 
orderly manner, and whose administration of their affairs, as a 
result of long and sometimes bitter experience, has developed into 
a high degree of efficiency. 





Meetings of Societies. 


Annual Dinner of the Pennsylvania Institute of Certified 
Public Accountants. 


The annual dinner of the Pennsylvania Institute of Certified 
Public Accountants was held on Monday evening, June 4, at 
the Manufacturers Club, Philadelphia, fifty-four members and 
guests being present. The latter consisted of the staffs of the 
various members, and the general theme of the evening, as out- 
lined by President A. A. Ross, Jr., in his opening remarks, was 
the relation between the accountant and his assistants. A 
variety of interesting viewpoints was presented. 

The first speaker was Mr. A. Lowes Dickinson, Secretary of 
the American Association of Public Accountants, who addressed 
himself particularly to the requirements of the accounting pro- 
fession which should be always kept in mind by the assistant. 
These requirements were (1) a broad general education which 
should pay particular emphasis to such subjects as finance, bank- 
ing, business administration and commercial law. Mr. Dickin- 
son considered this to be of fundamental importance. Next in 
order he placed the requirement of practice. He cautioned the 
young accountant especially against allowing any point to go 
by him which he did not understand, and he urged him to thor- 
oughly master every problem of practice which came under his 
observation whether it concerned his immediate employment or 
not. Unless the assistant forms these habits of thoroughness, 
said Mr. Dickinson, his career of usefulness is likely to be short. 
Mr. Dickinson next referred to the importance of preserving a 
high standard of commercial morality, and particularly dwelt 
upon the obligation of the accountant never to take advantage 
of his professional position to engage in outside business enter- 
prises or to make investments. The accountant, said the 
speaker, must have no interest outside of his profession. His 
judgment must not be biased by his pecuniary interests, and he 
must hold himself, even at a sacrifice, rigidly aloof from all en- 
terprises with which he may have professional connection. The 
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speaker finally emphasized the importance of proper relations 
between members of the accounting profession, particularly re- 
ferring to the necessity of avoiding ruinous competition. Com- 
petition between doctors and between lawyers, in the sense in 
which that term is commonly used, is unusual. The methods of 
competition are in bad odor among the professions. The ac- 
countant must establish a similar rule of ethics, and must culti- 
vate the most friendly relations with his conferees of the pro- 
fession. To this end Mr. Dickinson strongly urged the value of 
association. It is impossible, he said, to fight a professional as- 
sociate with whom you have broken bread and whose salt you 
have eaten. Associations, professional and social, are the basis 
of proper professional relations, and the speaker urged the 
junior accountants to follow the example of their principals and 
form associations for mutual advancement and for the cultiva- 
tion of friendly professional feeling. 

Mr. R. H. Montgomery discussed at some length the ques- 
tion of elevating the standard of the profession, investigating 
those accountants who do not do good work, and requiring a 
practice qualification before conferring the C. P. A. degree. 

Mr. J. E. Sterrett, Secretary of the State Board of Ex- 
aminers, made the interesting announcement concerning the 
raising of the C. P. A. standard in Pennsylvania, to which we 
refer elsewhere in this issue of the JouRNAL. 

Mr. H. G. Stockwell spoke of the value of general culture 
in fitting oneself for the profession of accountancy, and recom- 
mended at least the reading, if not the thorough study of ele- 
mentary legal works. 

Dr. E. S. Meade, one of the editors of the JouRNAL, pointed 
out the necessity for acquiring all the knowledge possible about 
the various enterprises with which the assistant comes in con- 
tact, to the end that he may become something more than a 
mere man of figures, and ultimately take his place in the busi- 
ness world as a practical man of affairs, capable of acting as a 
business adviser. 

Mr. George Wilkinson recalled some of his early experiences 
as a practicing accountant in Philadelphia, and referred to the 
fact that some of the leading practicing accountants in that city 
started as accountants’ assistants. 
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Mr. H. C. Magee dwelt on the value to the investing public 
of the accountant’s services, both before incorporation of enter- 
prises and during the operating period as well. 

The following juniors made addresses: Mr. H. D. Williams, 
on “The Future of the Assistant”; Mr. R. L. Heverle, “Neces- 
sity of General Study”; Mr. J. G. Hill, “Some Advantages of 
an Accountant Students’ Organization”; Mr. W. E. Torrey, 
“The Social Side of Office Life”; Mr. J. P. Herr, “An Account- 
ant’s Attitude Toward Appreciation.” Mr. W. A. Staub, C. P. 
A., also spoke briefly on “Higher Standards.” 

The hearty singing of familiar songs under the leadership 
of Mr. T. Edward Ross, added to the enjoyment of the evening, 
and socially the dinner was voted a great success. 

Preliminary steps were taken for organizing a Students’ So- 
ciety. 


New York State Society of Certified Public Accountants. 


The June meeting of this Society was held on the 11th inst., at 
the Waldorf-Astoria, the meeting being attended by an unusually 
large number of members. The special business of this meet- 
ing was the election of Delegates and Alternates to the Ameri- 
can Association of Public Accountants. The following members 
were elected Delegates and Alternates: Delegates, Messrs. H. 
R. M. Cook, J. L. M. Allen, D. C. Tate, Francis Gottsberger, 
A. W. Teele, E. W. Sells, Theodore Koehler, Stephen Little, F. 
J. MacRae, E. L. Suffern, S. D. Patterson, F. W. Lafrentz. 
Alternates: Messrs. T. B. Dean, J. S. M. Goodloe, Frank 
Broaker, J. A. McKenna, Alfred Rose, H. F. Searle, C. E. 
Niles, J. Proud, A. H. Wicks, Joseph Haag, N. B. Hersloff, T. 
W. Duane. 

The Committee appointed at the annual meeting to express 
the thanks of the Society to its retiring president, Mr. Farquhar 
J. MacRae, for his long and faithful service, presented the fol- 
lowing resolution, which was unanimously adopted, and an en- 
grossed copy thereof handed to Mr. MacRae: 

“The New York State Society of Certified Public Account- 
ants hereby records its grateful appreciation of the faithful ser- 
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vice of Mr. Farquhar J. MacRae, in the responsible office of 
President of the Society, to which he has been elected without 
opposition for three successive terms.” 

Representing the highest type of professional ability, with a 
well trained mind and an attractive personality, and with the 
added advantage of membership in the Society since its organ- 
ization, he has brought to its service a loyalty to its interests and 
devotion to its welfare, which has been a stimulus to his asso- 
ciates and may well be an inspiration to his successors.” 

There was also presented to Mr. MacRae a handsome 
silver loving cup. The presentation was preceded by an ad- 
dress by Mr. Thomas P. Ryan, outlining the able administration 
of Mr. MacRae and giving expression to the esteem in which he 
is held. The presentation address was made by Mr. Leon 
Brummer. Mr. MacRae replied in appreciative vein, and alto- 
gether the event was one of the happiest of occasions. 


The Society of Accountants & Auditors. 


The Council of the Society of Accountants and Auditors have 
reappointed Mr. William George Rayner, incorporated account- 
ant, London, England, and Mr. Harry Lloyd Price, incorporated 
accountant, Manchester, England, to the respective offices of 
president and vice-president for the ensuing year. The twenty- 
first annual report of the society shows that ninety-two new mem- 
bers were admitted during the year 1905; twenty-eight students 
qualified and were elected associates, and twenty-nine associates 
were advanced to the degree of Fellow. 


Associated Accountants of New Orleans Celebrate. 


The Associated Accountants of New Orleans held their annual 
reunion banquet at West End, Lake Pontchartrain, on Saturday 
evening, May 12, and in an appropriate manner observed the 
passing of the fourteenth anniversary of their association. A 
number of clever addresses were made by the various members 
and forceful evidence of the pride felt in the association was 
furnished. A. J. Edmunds, the genial president of the associa- 
tion, acted as toastmaster, and called on a large percentage of the 
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membership represented for addresses. Among those who spoke 
were P. W. Sherwood, I. J. Fowler, J. E. Elizardi, Al Soulé, E. 
F. Mielly, E. Bienvenu, L. R. Jaquet and F. Querens. 

The officers of the Associated Accountants are A. J. Edmonds, 
president ; G. A. Turner, first vice-president ; William LeMonnier, 
second vice-president ; F. Querens, Jr., secretary ; George Coiron, 
treasurer, and C. A. Bonnet, librarian. 


The Institute of Accounts. 


The regular monthly meeting of The Institute for June was 
held at the Restaurant Moquin, New York City, on Friday even- 
ing, June 15. Among the out-of-town members present were 
Messrs. N. A. Hawkins, of Detroit, Mich., and Mr. William 
Dillon of Boston, Mass. Mr. Franklin Allen, President of the 
New York State Society of Certified Public Accountants, was a 
guest of the society. Mr. Henry Harney, President of the Insti- 
tute, was absent owing to a business engagement out of town. In 
his absence Mr. Thomas S. Whitbeck, the vice-President, pre- 
sided. Mr. Charles Dutton acted as toastmaster. Among the 
speakers of the evening were: Messrs. W. F. W. Veysey, Thomas 
S. Whitbeck, N. A. Hawkins, Franklin Allen, F. H. Lancaster, 
Chas. Dutton, William Dillon, T. J. Friedleben and Julius Albers. 
Mr. S. D. Patterson, who complied with a request for a song in 
his usual happy manner was heartily applauded and forced to 
respond to an encore. The next meeting of the Institute will be 
held on Friday evening, September 14. 


New York Society of Accountants & Bookkeepers. 


At the meeting of this society held on the evening of June 12, 
at the Fifth Avenue Hotel, New York, Mr. Francis How, C. P. 
A., delivered an address entitled “Investigations of Accounts.” 
The attendance was exceptionally large for the season and the 
interest taken in the subject of the lecture was manifested by the 
animated discussion which followed, and which was participated 
in by many of the members present. No meetings will be held on 
“Fourth Tuesdays” during July and August. The regular meet- 
ings on the second Tuesday of the month will be held as usual. 
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The annual meeting of the Maryland Association of Certi- 
fied Public Accountants was held Tuesday evening, June 12, 
and after the regular business coming before the meeting, had 
been disposed of, the election of officers for the ensuing year 
was taken up and the following were elected: President, Chas. 
L. Hehl, C. P. A.; Vice-President, F. L. Brauns, C. P. A.; Sec- 
retary, Chas. O. Hall, C. P. A.; Treasurer, Alexander Dodd. 

The Board of Trustees consists of the above named officers 
and C. R. Evans, C. P. A., Thomas L. Berry, C. P. A., A. C. 
Feuss, C. P. A., and Frank Blacklock, C. P. A. 

The delegates to the convention of the American Associa- 
tion of Public Accountants, which meets at Columbus, Ohio, in 
October next, are: Charles O. Hall, C. P. A., and Charles L. 
Hehl, C. P. A. Alternates: Eugene Greenway, C. P. A., and 
John Kuchler, C. P. A. After the meeting adjourned those 
present were entertained in an informal way at Hotel Junker, 
by the newly elected President and Secretary of the Association. 





OBITUARY. 
Mr. Joseph Hardcastle, C. P. A. L. H. M. 


Mr. Joseph Hardcastle, Professor of principles and practice 
of Accounts in the New York University School of Commerce, 
Accounts and Finance, was thrown to the ground by a horse 
and wagon at the corner of 26th Street and Sixth Avenue, 
New York, on June 7, and received injuries which resulted in 
his death at his home, 92 Monroe Street, Brooklyn, on Satur- 
day evening, June 16. Funeral services were held at his home 
on Tuesday evening, June 19. 

Mr. Hardcastle was born in Skipton Craven, Yorkshire, Eng- 
land. He was educated in the grammar school of that town and 
obtained the grand prize of a three years’ educational course in 
the York and Ripon Diocesan Training School for Teachers. 
He was then appointed as a teacher in the school, and taught 
for some years, both in the north and south of Scotland. He 
displayed considerable ability in mathematics, and gained, by 
competitive examination, the position of principal of the head 
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school of Belize, British Honduras, being afterwards appointed 
superintendent of all the schools in the colony. He came to 
New York fifty years ago and obtained, by examination, a prin- 
cipal’s certificate to teach in the public schools. While teaching 
in Manhattan, Mr. Hardcastle had charge of two of the sons of 
the late Peter Gilsey. For Mr. Gilsey he solved a problem af- 
fecting the income tax and sinking funds, his solution being 
accepted by the Income Tax Commissioners. Mr. Géilsey 
was so much pleased with Mr. Hardcastle’s work that he offered 
him a position in his office, and for forty-two years last past, he 
has been expert accountant and agent for the Gilsey family. 

Mr. Hardcastle was the first accountant to take the New 
York State examination for certified public accountants and re- 
ceived the first certificate issued to a successful candidate. He 
took an active interest in all matters relating to the profession, 
and had opened an office for active practice but a few weeks 
before his death. He was a member of the New York State 
Society of Public Accountants, the Institute of Accounts and 
the New York Society of Accountants and Bookkeepers. Mr. 
Hardcastle was a prolific writer on accountancy subjects, and 
enjoyed an enviable reputation as an authority in this field. His 
published works include in addition to a large number of maga- 
zine articles, a book on “Executors’ Accounts,” his chosen spe- 
cialty. Another book on “Accountics” was in preparation at the 
time of his death. An article from Mr. Hardcastle on “Single 
Entry” appears in this issue of the JouRNAL. 

In June, 1905, New York University conferred upon Mr. Hard- 
castle the honorary degree of Master of Humane Letters. Mr. 
Hardcastle was seventy-nine years old at the time of his death. 
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The following papers were set at Philadelphia May 21-23 by 
the Pennsylvania Board of Examiners of Public Accountants: 


Practical Accounting. 


May 21, 1906, 9 A. M. to 5 P. M. 

1. A printing and publishing company has the following depart- 
ments :— 

(1) Bindery and Composing Room 
(2) Store 

(3) Subscription Sales Department 
(4) Periodical Department 

(5) General Office 

The system of accounts under which the business is operated does 
not classify and arrange the various parts of the business and the ac- 
counts relating to each in such a way as to render possible an easy grasp 
of the general situation. The difference between the assets and liabilities 
and the final net profit for the year are shown, but the various consti- 
, elements entering into these final results are by no means easily 
trac 

The personnel of the General Office consists of general officers, book- 
keepers and clerks. This office is responsible for the general conduct 
of the business, and for the maintenance of the buildings. It also handles 
and conducts the selling end of the business, negotiates loans and pays 
taxes. 

The Bindery Department is conducted as a manufacturing business. It 
does work for outside customers, and for the Store Department. It 
purchases its own materials, other than white paper, pays its own wages, 
maintains its own equipment, and delivers its own goods. 

The Store buys white paper for the Bindery, and also buys books 
from the Bindery and from other publishers. It sells paper and books 
to other departments, and books to customers. It maintains a selling 
and advertising organization and a shipping and delivery department. 

The Subscription Sales Department conducts a subscription sales busi- 
ness, purchasing books from the store and from outside publishers em- 
ploying a force of salesmen and placing advertising in various periodicals, 
also sending out circulars. 

The Periodical Department publishes and sells two magazines. This 
department receives subscriptions and advertising, purchases manu- 
script, maintains an editorial departm.ent, advertises the magazines, and 
defrays the cost of paper, printing, and binding. 

In all departments there are certain incidental expenses which are 
not properly chargeable to any one department. 


Devise a system of accounts for this business, assigning to each de- 
partment the debits and credits which can properly be traced to it, carry- 
ing the result thus arrived at into a general profit and loss account. De- 
scribe and define the use of each account. 

Prepare a pro-forma balance sheet showing the accounts that you 
would carry for the assets and liabilities of such a business, also a pro- 
forma trading account for each department, and a pro-forma profit and 
— account. Show the accounts and the arrangement thereof omitting 

res. 

2. The Assets and Liabilities of the Corry Coal Company, January 1, 
1905, as disclosed in its Ledger at the Main Office, were as follows :— 
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$337,250.00 


Accounts Payable 
Capital . 
Surplus . $337,250.00 


The a Books disclosed assets January i 1905, as follows :— 


$49,250.00 


During the year 1905 the transactions of the Company were, as 
follows :— 
Coal sold 
Store supplies bought on credit 
Store Supplies sold for Cash 
Store Supplies sold to Wage earners on 
credit 15,105.00 
Wages earned during year paid in cash... 116,700.00 
Wages earned during year not paid 24,210.00 
Cash received on account of Accounts Re- 
ceivable 434,000.00 
Cash paid on account of Accounts Payable 193,500.00 


bs — Books, at the close of the year disclosed Assets, as follows :— 
as 


$75,510.00 
Less Wages due to Men 4,805.00 $70,705.00 


These Assets amounting to $70,705.00 were carried in the books of the 
Main Office at a valuation of $53,410.20. 


Submit balance sheet as of Jan. 1, 1906 from the Main Office Ledger; 
also statement giving the true condition of each Ledger Account assum- 
ing the Main Ledger Accounts to have been properly revised. 

3.. A. B. and C. form a Co-partnership. 

A. contributes $275,000.00 and is to receive 25% of profits. 
B. 150,000.00 “ “ 12%% “ 
C. “ 575,000.00 “ “ “ “ 62%4% “ “ 


$1,000,000.00 
The profits for the first year amount to $300,000.00. 
- withdraws 


» 500. 
Desiring to embark in a new business A. purchases all but 1-6 of C.’s 
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interest in the profits for the ensuing year for $370,000, and thereafter 
sells to B. all but 1-3 of his interest in the future profits for $450,000, the 
amounts thus paid for the interests sold being added to the capital already 
contributed. 

Upon the assumption that the balance due to C. on Capital Account 
increased by the amount received by him from A. equals 1-6 of the amount 
of the Capital of a new firm what additional amounts must be contributed 
by A. and B. to warrant their pro rata of profit of 1-3 and % respectivel 
and what would have been the condition of the account of A. B. and C. 
respectively if the profits for the year amounted to $700,000, also what 
would it have been had the interest of each in the profits remained on 
the basis of their interest as stated for the first year to wit: 25%, 12%4% 
and 621%4% assuming interest @ 6% is allowed each on the amount of 
Capital invested? - 

4. The Maryiand Street Railway Company with an authegized Capital 
Stock of $1,000,000 consisting of 5,000 shares each of Preferred and Com- 
mon Stock at the par value of $100 had on January Ist, 1905, assets and 
liabilities as follows :— 


Real Estate and Building 
Power Plant, Machinery, &c 
Aerial Construction 
Surface Construction 
Underground Construction 
Rolling Stock 
Accounts Receivable 
$1,315,000.00 


Preferred Stock 

Common Stock 

First Mortgage Bond 5% 

Accounts Payable 

Surplus . $1,315,000.00 


The Deposit Electric Company, with an authorized Capital Stock of 
$500,000 had on the same day, assets and liabilities as follows :— 


Real Estate 

Power Plant, Machinery 
Aerial Construction 
Underground Construction 
Sundry Assets 

Profit & Loss 


Capital Stock 
Mortgage 6% . 
ssccounts Payable . $700,000.00 


The Maryland Street Kailway Company purchased securities of the 
Deposit Electric Company in quantities and at prices as follows :— 

$400,000 of the Capital Stock @ $125 payable in Cash. 

$50,000 of the Capital Stock $130 payable with $30,000 of the pre- 
ferred stock of the Maryland Street Railway Company @ 
$150 and cash to balance. 

$100,000 of the Bonds @ $115 payable in the unissued Common Stock 
of the Maryland Street Railway Company @ $93 and cash to 
balance. 

236 





Pennsylvania C. P. A. Examinations. 


$10,000 of the Cash payable for the Stock purchased to be passed to 
the credit of the profit & loss of the Deposit Electric Co. by 
the Vendors to cancel the charge of like amount to said ac- 
count. 

To provide funds to meet the above obligations and also to retire its 
5% Mortgage Bonds @ $105. the Maryland Street Railway Company is- 
sued pene. of 4% Bonds and sold the entire amount there for Cash 
at 957. 

Assuming that the dividend of the Deposit Electric Company declared 
during the year 1905 amounted to $25,000. and the profit of the Mary- 
land Street Railway Company from operating, exclusive of interest on 
its bonded debt amounted to $100,000. to what extent has the Profit & 
Loss of the Maryland Street Railway Company been affected, during 
the year, by reason of its acquisition of the securities of the Deposit 
Electric Company and of the redemption of its own 5% Bonds. 

Show also the condition of accounts of the Maryland Street Railway 
Company at the end of the year. 

5. The Estate of John Smith, deceased, consists of Securities etc., 
appraised as follows :— 


$100,000 Wabash R. R. 5% Bonds 
— Rio Grand Rwy. Co. 4% Bonds 
4 


APPRAISED VALUE. 


$200,000 Fort Wayne R. R. 5% Bonds 
$400,000 Pittsburgh Traction Co. 3% Bonds 
$100,000 Canton Water Co. 34%% Bonds 


Accounts Receivable 





; ' $1,555,000.00 
also Real Estate subject to mortgage liens of $100,000 @ 5%. 

The will provides for legacies amounting to $100,000 payable to sundry 
parties, and directs that Securities be set aside to pay out of the Income 
derived therefrom an annuity of $10,000 to the Widow to whom shall also 
be paid one-third of the net income from the Real Estate; and the Income 
from Personal Property is made payable one-fourth to Maggie Jones, 
one-third to Sarah Peters and the balance to James Smith. The residue 
of the Estate, real and personal, is payable to the said James Smith at 
the death of the Widow and of Maggie Jones and Sarah Peters. 

Five years from the death of the Decedent, the Executors Accounts 
were as follows :— 


Securities set aside to pay annuity to Widow:— 
$200,000 Fort Wayne R. R. 5% Bonds 
Interest received 
Interest in Default 

RECEIPTS. 
Accounts Receivable, not appraised in Inventory 
Accounts Receivable 60% of value 
Accounts Receivable on account 
Interest on Securities 
Rental of Real Estate 

PAYMENTS. 
Repairs, Taxes, etc. on Real Estate 
Betterments to Real Estate 
Decedent’s Debts 
Widow, (on account of Annuity), 
Widow, (on account of Real Estate Income), 
Maggie Jones 
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Sarah Peters 
James Smith (on account of Personal property Income) 20,000.00 
— Smith (on account of Real Estate Income) 10,000.00 
xecutors (on account Commissions @ 5%) on Prin- 
cipal Account 
Expenses of Administration 
Incumbrances on Real Estate and $23,000 Interest 


Prepare Orphans’ Court Account with distribution account attached. 


Theory of Accounts. 
May 22, 1906, 2 P. M. to 5 P. M. 


1. Describe a perpetual inventory, how used—its advantages and dis- 
advantages, if any. 

2. Given a plant employing: 

25 yard laborers at $1.15 per day 

70 mechanics at $2.50 to $3,25 per day 

40 helpers in machine shop at $1.50 per day. 

30 moulders at $2.75 to $4.00 per day 

10 helpers and 20 laborers in foundry at 1.50 and $1.25 per day 
25 pattern makers at $3.00 to $4.00 per day 

10 helpers in pattern shop at $1.50 per day 

20 foremen and under bosses in all three departments 

Devise a time keeping system for these various classes of labor and 
give your reasons in full for the action you take. 

3. How would you adjust losses where an inventory and full record 
of the business has not been kept? Describe the practical application of 
the co-insurance clause. 

4. What are the three leading types of corporation consolidation? 
Discuss in detail the advantages and disadvantages of each form from 
the standpoint of the corporation. 

5. State fully the value of accounts under the following conditions: 

First,—When correctly kept. 

Second,—When incorrectly kept. 

Third,—As a basis of liquidation. 

Fourth,—As a going concern. 

Fifth,—For the purpose of sale of business. 
giving fully your views as to both Capital and Revenue Accounts, cover- 
ing above conditions including any change in conditions that you may 
suggest. 

6. What is the basis of accounts— 

(a) In a corporation 
(b) In a partnership 
oa in your answer a condition wherein the true basis may be faulty. 

7. escribe a Cost System inaugurated by yourself, or with which 
you are familiar, covering details, and give your views as to its correct- 
ness or othewise, and its bearing upon the general books. 

8. State the difference, if any, between Department Store accounts 
and other Mercantile businesses. 

What is the aim of Department Store accounting? 

9. What is the effect on a business of the following accounts : 

Sinking Fund 
Depreciation 
Reserve for Depreciation. 
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10. Give the names and purposes of the general books of a trust 
company doing a banking business, together with such auxiliary books 
generally used and any suggestions as to improvement or addition thereto. 







Auditing. 
May 22, 1906, 9 A. M. to 1 P. M. 


1. In making an audit of the accounts of French and Allen, stock 
brokers, how would you verify,— 

(a) The stocks and bonds owned or held as collateral for cus- 
tomers’ acounts? In your reply state clearly each step in the process. 

(b) The stocks and registered bonds in process of transfer? 

(c) In preparing their Balance Sheet how would you determine 
the customers’ accounts as to whether they should be classed as good, 
doubtful, or bad? 

Write a report from one hundred to two hundred words upon such an 
examination. 

2. Describe in detail your method of conducting an audit of, (a) a 
manufacturing corporation, (b) a commission house. 

3. What means should an auditor adopt to ascertain that all remit- 
tances made by regular customers and receipts from cash sales have been 
properly entered on the Cash Book? 

4. In the case of an audit of the books of a corporation where the 
volume of transactions is so large that a detailed checking of all post- 
ings and footings is out of the question, what course should be pursued in 
the examination in order to insure the correctness of the balance sheet? 

5. The machinery used by a firm has been purchased on the instalment 
plan with monthly payments, and under the stipulation that the title shall 
pass only when the last payment has been made. At the close of the 
fiscal year there are yet several payments to be made. The firm also 
pays a royalty on the output of some of the machines secured on this 
plan. How should the auditor in his annual statement deal with the 
machinery, the instalments paid and the royalty? 

6. If in examining a manufacturing corporation using a Cost Sys- 
tem in their shops, you find a large difference between the general books 
and the cost in the Cost Books, in what accounts would you probably be 
able to trace the difference? 

7. What constitutes a thorough examination of a Bank? 

Write a report covering such an examination. 

8. Is there any difference between a thorough audit and an exam- 
ination? It so, state fully wherein they differ. 

9. Write a report of your audit of a corporation in which the yearly 
results of your examination show a marked difference from previous years. 

10. Give a statement as to the duties of an auditor in relation to 
the bookkeeper and to his clients, and if auditing a corporation, as to the 
stockholders of the corporation, covering confidences, and personal contact. 





































Commercial Law. 


May 23, 1906, 9 A. M. to 1 P. M. 


I. ee wants to become a special partner under the Pennsylvania 
Act of 1836. What precautions must he observe to obtain the protection 
of that act? What is the difference between the Act of 1836 and the 
Partnership Association Act of 1874? 
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2. Is the following note negotiable or assignable: “We promise to 
pay to Peter Burns $60.00 one month after demand, and empower any at- 
torney to appear for and confess judgment against us for this amount, 
with 5 % commissions for collections. We waive the benefit of all ex- 
emption laws and give Peter Burns the option of demanding one share of 
Penna. R. R. Stock instead of $60.00 as aforesaid. In witness whereof, 
we hereunto set our hands and seals. 

(Signed) F. X. Williams, J. P. Horton” 

3. How are the directors and the president of a Penn’a Corporation, 
which was formed under the General Corporation Act of 1874, chosen? 
What is meant by stock proxy? What is meant by the authorized capital? 
Need anything be paid into the treasury of the company before it starts? 
z ho company fails, to what extent are stockholders liable for its unpaid 

ebts: 

4. Give a definition of “ Agency.” 

State in what manner authority may be conferred. 

5. State some of the powers, duties, and liabilities of the officers and 
employees of a bank, including the Board of Directors. 

6. (a) What are the powers in general of a Building & Loan As- 
sociation ? 

(b) What are the rights of a withdrawing stockholder? 

7. How is a corporation created? Give some of the powers, rights 
and duties, and the general rule as to rights of members. 

Give Intestate Law of this state. 

9. What is a Beneficial Society, and wherein does it differ from an 
Insurance Company ? 

10. What action would you take if called upon to open the books of 
the Smith & Jones Company, which has been organized under the laws 
of Pennsylvania with an authorized capital of $50,000. The minute book 
shows that the preliminary requirements have all been met. The minute 
book also shows that the corporation has taken over the going ‘usiness of 
William Jones, one of the incorporators, receiving all the assets and as- 
suming all the liabilities, issuing in full payment thereof ful! paid non- 
assessable capital stock of the Smith & ~~ Company in tie sum of 


9,000. 
Show fully the several steps you would take and the reason therefor. 


Firm Announcements 


Messrs. Lester, Herrick & Herrick, whose offices were destroyed by 
the recent earthquake in San Francisco, announce that they have estab- 
lished temporary quarters at 2640 Steiner Street, in that city. They will 
return to the Merchants Exchange Building as soon as practicable. 


Messrs. N. A. Hawkins & Co., of Detroit, Michigan, have opened two 
new branches, one in the Exchange Building, New York, and the other in 
the Fisher Building, Chicago. 





